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EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s analysis of Arizona 

Public Service Company’s application for a permanent rate increase, filed 

with the Arizona Corporation Commission on June 1, 2011, RUCO 

recommends the following: 

Cost of Equity - RUCO recommends that the Commission adopt a 10.00 

percent cost of common equity. This 10.00 percent figure falls just above 

the high side of the range of results obtained in RUCO’s cost of equity 

analysis, and is 100 basis points lower than Arizona Public Service 

Company’s proposed 11 .OO percent cost of common equity. 

Capital Structure - RUCO recommends that the Commission adopt 

Arizona Public Service Company’s proposed capital structure comprised 

of 53.94 percent common equity and 46.06 percent long-term debt. 

Cost of Debt - RUCO recommends that the Commission adopt RUCO’s 

recommended cost of Long-term debt of 6.26 percent which is 12 basis 

points lower than the 6.38 percent cost of long-term debt being proposed 

by Arizona Public Service Company. 
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EXECUTIVE SUMMARY (Cont.) 

Oriqinal Cost Rate of Return - RUCO recommends that the Commission 

adopt an 8.27 percent weighted average cost of capital as the original cost 

rate of return for Arizona Public Service Company This 8.27 percent 

figure is the weighted cost of RUCO’s recommended costs of common 

equity and long-term debt, and is 73 basis points lower than the 8.87 

percent weighted average cost of capital being proposed by Arizona 

Public Service Company. 

Fair Value Rate of Return - RUCO recommends that the Commission 

adopt a fair value rate of return of 6.10 percent which is RUCO’s 8.27 

percent original cost rate of return minus RUCO’s recommended inflation 

adjustment of 2.18 percent. The method used by RUCO to arrive at this 

6.10 percent figure is consistent with the methods adopted by the Arizona 

Corporation Commission in the prior UNS Gas, Inc. and UNS Electric, Inc. 

rate case proceedings. 
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Office (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utilities regulation 

and your educational background. 

I have been involved with utilities regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. I have been 

awarded the professional designation, Certified Rate of Return Analyst 

(‘CRRA’) by the Society of Utility and Regulatory Financial Analysts 

(‘SURFA”). The CRRA designation is awarded based upon experience 

and the successful completion of a written examination. Appendix I ,  which 

is attached to my direct testimony further describes my educational 

background and also includes a list of the rate cases and regulatory 

matters that I have been involved with. 

1 
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3. 

4. 

8. 

4. 

Q. 

4. 

What is the purpose of your testimony? 

The purpose of my testimony is to present recommendations based on my 

analysis of Arizona Public Service Company’s (“APS” or the “Company”) 

application for a permanent increase in rates (“Application”). 

Is this your first case involving APS? 

No. I’ve testified in two previous APS rate cases that have come before 

the Commission. 

Briefly describe APS and the Company’s filing. 

APS is based in Phoenix, Arizona and is the largest investor-owned 

electric utility in the state and serves customers in eleven of fifteen 

Arizona counties. According to the most recent Value Line Investment 

Survey (“Value Line”) report on the Company, APS provides electricity to 

approximately 1 .I million customers comprised of 47.00 percent 

residential, 39.00 percent commercial, 5.00 percent industrial, and 9.00 

percent other. APS’ generating sources include coal, 37.00 percent; 

nuclear, 27.00 percent; natural gas, 12.00 percent; and purchased power, 

24.00 percent. Fuel costs comprised 36.00 percent of the Company’s 

revenues. The Company has approximately 7,200 employees. 

APS’ large service territory includes portions of the Phoenix metropolitan 

area in central Arizona; Flagstaff to the north; Parker and Yuma to the 

2 
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west; Holbrook to the east; and Ajo to the south. APS is a wholly owned 

subsidiary of Pinnacle West Capital Corporation (“Pinnacle West” or 

“Parent”), an Arizona corporation, also based in Phoenix, that is publicly 

traded on the New York Stock Exchange (“NYSE”). The Company has an 

ownership interest in the Palo Verde Nuclear Generating Station, located 

in Wintersburg approximately 50 miles west of downtown Phoenix, and 

operates the plant for itself and the other owners that provide electric 

service to customers in Southern California, New Mexico and West Texas. 

Q. 

4. 

Q. 

A. 

Has APS elected to perform a reconstruction cost new less 

depreciation study in this case? 

Yes. APS elected to perform a reconstruction cost new less depreciation 

(”RCND”) study and is proposing a fair value rate base (“FVRB”) that is an 

average of the Company’s original cost rate base (“OCRB”) and its RCND 

rate base for ratemaking purposes. For this reason RUCO is 

recommending a fair value rate of return (“FVROR”) to be applied to APS’ 

FVRB. 

Please explain your role in RUCO’s analysis of APS’ Application. 

I reviewed APS’ Application and performed a cost of capital analysis to 

determine both an original cost rate of return (l‘OCROR’J) and a fair value 

rate of return (“FVROR”) on the Company’s invested capital. In addition to 

my recommended capital structure, my direct testimony will present my 

3 
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recommended cost of common equity (APS has no preferred stock) and 

my recommended cost of long-term debt. The recommendations 

contained in this testimony are based on information obtained from APS’ 

Application, Company responses to data requests, and from market-based 

research that I conducted during my analysis. 

a. 
4. 

2. 

4. 

What areas will you address in your testimony? 

I will address the cost of capital issues associated with the case and will 

present RUCO’s OCROR and FVROR recommendations. 

Please identify the exhibits that you are sponsoring. 

I am sponsoring Schedules WAR-1 through WAR-9. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. 

4. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into six sections. First, the 

introduction I have just presented and second, a summary of my testimony 

that I am about to give. Third, I will present the findings of my cost of 

equity capital analysis, which utilized both the discounted cash flow 

(“DCF”) method, and the capital asset pricing model (“CAPM”). These are 

the two methods that RUCO and ACC Staff have consistently used for 

calculating the cost of equity capital in rate case proceedings in the past, 

and are the methodologies that the ACC has given the most weight to in 

4 
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setting allowed rates of return for utilities that operate in the Arizona 

jurisdiction. In this third section I will also provide a brief overview of the 

current economic climate within which the Company is operating. Fourth, 

I will discuss my recommended capital structure and my recommended 

cost of long-term debt. Fifth, I will discuss my recommended weighted 

average costs of capital for both my recommended OCROR and FVROR. 

In the sixth and final section of my testimony, I will comment on the 

Company’s cost of capital testimony. Schedules WAR-1 through WAR-9 

will provide support for my cost of capital analysis. 

Q. 

4. 

Please summarize the recommendations and adjustments that you 

will address in your testimony. 

Based on the results of my analysis, I am making the following 

recommendations: 

Cost of Equity Capital - I am recommending that the Commission adopt a 

10.00 percent cost of common equity. This 10.00 percent figure is 23 

basis points higher than the range of results obtained in my cost of equity 

analysis, and is I 0 0  basis points lower than APS’ proposed 1 I .OO percent 

cost of common equity. 
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Capital Structure - I am recommending that the Commission adopt APS’ 

proposed capital structure comprised of 53.94 percent common equity and 

46.06 percent long-term debt. 

Cost of Debt - I am recommending that the Commission adopt a cost of 

long-term debt of 6.26 percent which is 12 basis points lower than the 6.74 

percent cost of long-term debt being proposed by the Company. 

Original Cost Rate of Return - I am recommending that the ACC adopt an 

8.27 percent weighted average cost of capital as the original cost rate of 

return (“OCROR”) for APS. This 8.27 percent figure is the weighted cost 

of RUCO’s recommended costs of common equity and long-term debt, 

and is 60 basis points lower than the 8.87 percent weighted average cost 

of capital being proposed by the Company. 

Fair Value Rate of Return - I am recommending that the Commission 

adopt a fair value rate of return (“FVROR”) of 6.10 percent which is my 

recommended 8.27 percent OCROR minus an inflation adjustment of 2.1 8 

percent. The method I have used to arrive at this 6.10 percent figure is 

consistent with methods adopted by the Commission in prior rate case 

proceedings’ and meets the fair value requirement of the Arizona 

’ 
Decision No. 71623, dated April 14, 2010 

UNS Electric, Inc., Decision No. 71914, dated September 30, 2010 and UNS Gas, lnc., 

6 
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Constitution. It is also the same method recommended by RUCO witness 

Dr. Ben Johnson in the Southwest Gas Corporation rate case proceeding* 

that is now before the ACC. 

Q 

A. 

Why do you believe that RUCO’s recommended 8.27 percent OCROR 

and 6.10 percent FVROR are appropriate rates of return for APS to 

earn on its invested capital? 

Both the OCROR and FVROR figures that I am recommending for APS 

meet the criteria established in the landmark Supreme Court cases of 

Bluefield Water Works & Improvement Co. v. Public Service Commission 

of West Virginia (262 U.S. 679, 1923) and Federal Power Commission v. 

Hope Natural Gas Company (320 U.S. 391, 1944). Simply stated, these 

two cases affirmed that a public utility that is efficiently and economically 

managed is entitled to a return on investment that instills confidence in its 

financial soundness, allows the utility to attract capital, and also allows the 

utility to perform its duty to provide service to ratepayers. The rate of 

return adopted for the utility should also be comparable to a return that 

investors would expect to receive from investments with similar risk. 

The Hope decision allows for the rate of return to cover both the operating 

expenses and the “capital costs of the business” which includes interest 

on debt and dividend payment to shareholders. This is predicated on the 

Docket No. G-01551A-10-0458 2 

7 



9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

lirect Testimony of William A. Rigsby 
4rizona Public Service Company 
locket No. E-01345A-11-0224 

belief that, in the long run, a company that cannot meet its debt obligations 

and provide its shareholders with an adequate rate of return will not 

continue to supply adequate public utility service to ratepayers. 

Q. 

4. 

Do the Bluefield and Hope decisions indicate that a rate of return 

sufficient to cover all operating and capital costs is guaranteed? 

No. Neither case guarantees a rate of return on utility investment. What 

the Bluefield and Hope decisions do allow, is for a utility to be provided 

with the opportunity to earn a reasonable rate of return on its investment. 

That is to say that a utility, such as APS, is provided with the opportunity 

to earn an appropriate rate of return if the Company’s management 

exercises good judgment and manages its assets and resources in a 

manner that is both prudent and economically efficient. 

COST OF EQUITY CAPITAL 

Q. 

A. 

What is your final recommended cost of equity capital for APS? 

I am recommending a cost of equity of 10.00 percent (before any inflation 

adjustment used to arrive at a FVROR). My recommended 10.00 percent 

cost of equity figure falls just above the high side of the range of results 

derived from my DCF and CAPM analyses, which utilized a sample of 

publicly traded LDCs. The results of my DCF and CAPM analyses are 

summarized on page 3 of my Schedule WAR-1. 

8 
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Discounted Cash Flow (DCF) Method 

2. 

4. 

Please explain the DCF method that you used to estimate the 

Company's cost of equity capital. 

The DCF method employs a stock valuation model known as the constant 

growth valuation model, that bears the name of Dr. Myron J. Gordon (Le. 

the Gordon model), the professor of finance who was responsible for its 

development. Simply stated, the DCF model is based on the premise that 

the current price of a given share of common stock is determined by the 

present value of all of the future cash flows that will be generated by that 

share of common stock. The rate that is used to discount these cash 

flows back to their present value is often referred to as the investorls cost 

of capital (i.e. the cost at which an investor is willing to forego other 

investments in favor of the one that he or she has chosen). 

Another way of looking at the investor's cost of capital is to consider it from 

the standpoint of a company that is offering its shares of stock to the 

investing public. In order to raise capital, through the sale of common 

stock, a company must provide a required rate of return on its stock that 

will attract investors to commit funds to that particular investment. In this 

respect, the terms "cost of capital" and "investor's required return" are one 

in the same. For common stock, this required return is a function of the 

dividend that is paid on the stock. The investor's required rate of return 

can be expressed as the percentage of the dividend that is paid on the 

9 
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stock (dividend yield) plus an expected rate of future dividend growth. 

This is illustrated in mathematical terms by the following formula: 

+g 
Dl 

PO 
k = -  

where: k = the required return (cost of equity, equity capitalization rate), 

- -  - the dividend yield of a given share of stock calculated D1 

PO 

by dividing the expected dividend by the current market 

price of the given share of stock, and 

g = the expected rate of future dividend growth 

This formula is the basis for the standard growth valuation model that I 

used to determine the Company’s cost of equity capital. 

a. 

4. 

In determining the rate of future dividend growth for the Company, 

what assumptions did you make? 

There are two primary assumptions regarding dividend growth that must 

be made when using the DCF method. First, dividends will grow by a 

constant rate into perpetuity, and second, the dividend payout ratio will 

remain at a constant rate. Both of these assumptions are predicated on 

the traditional DCF model’s basic underlying assumption that a company’s 

earnings, dividends, book value and share growth all increase at the same 

constant rate of growth into infinity. Given these assumptions, if the 

10 
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dividend payout ratio remains constant, so does the earnings retention 

ratio (the percentage of earnings that are retained by the company as 

opposed to being paid out in dividends). This being the case, a 

company's dividend growth can be measured by multiplying its retention 

ratio (1 - dividend payout ratio) by its book return on equity. This can be 

stated as g = b x r. 

Q. 

A. 

Would you please provide an example that will illustrate the 

relationship that earnings, the dividend payout ratio and book value 

have with dividend growth? 

RUCO consultant Stephen Hill illustrated this relationship in a Citizens 

Utilities Company 1993 rate case by using a hypothetical ~ t i l i t y . ~  

Year 1 

Book Value $10.00 

Equity Return 10% 

EarningdSh. $1 .OO 

Payout Ratio 0.60 

Dividend/Sh $0.60 

Table I 

Year 3 Year 4 Year 5 Year 2 

$10.40 $10.82 $1 1.25 $1 I .70 

10% 10% 10% 10% 

$1.04 $1.082 $1.125 $1.170 

0.60 0.60 0.60 0.60 

$0.624 $0.649 $0.675 $0.702 

- Growth 

4.00% 

NIA 

4.00% 

NIA 

4.00% 

Table I of Mr. Hill's illustration presents data for a five-year period on his 

hypothetical utility. In Year I, the utility had a common equity or book 

Citizens Utilities Company, Arizona Gas Division, Docket No. E-I 032-93-1 1 I, Prepared 
Testimony, dated December 10, 1993, p. 25. 

11 
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value of $10.00 per share, an investor-expected equity return of ten 

percent, and a dividend payout ratio of sixty percent. This results in 

earnings per share of $1 .OO ($1 0.00 book value x 10 percent equity return) 

and a dividend of $0.60 ($1.00 earningskh. x 0.60 payout ratio) during 

Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's 

earnings are retained as opposed to being paid out to investors, book 

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I 

presents the results of this continuing scenario over the remaining five- 

year period. 

The results displayed in Table I demonstrate that under "steady-state" (i.e. 

constant) conditions, book value, earnings and dividends all grow at the 

same constant rate. The table further illustrates that the dividend growth 

rate, as discussed earlier, is a function of (I) the internally generated 

funds or earnings that are retained by a company to become new equity, 

and (2) the return that an investor earns on that new equity. The DCF 

dividend growth rate, expressed as g = b x r, is also referred to as the 

internal or sustainable growth rate. 

... 

12 
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Q. 

A. 

If earnings and dividends both grow at the same rate as book value, 

shouldn't that rate be the sole factor in determining the DCF growth 

rate? 

No. Possible changes in the expected rate of return on either common 

equity or the dividend payout ratio make earnings and dividend growth by 

themselves unreliable. This can be seen in the continuation of Mr. Hill's 

illustration on a hypothetical utility. 

Table II 

Year 1 Year 2 Year 3 Year 4 

BookValue $10.00 $10.40 $10.82 $1 1.47 

Equity Return 10% 10% 15% 15% 

Earnings/Sh $1 .OO $1.04 $1 323 $1.720 

Payout Ratio 0.60 0.60 0.60 0.60 

DividendEh $0.60 $0.624 $0.974 $1.032 

Year 5 Growth 

$12.1 58 5.00% 

15% 4 0.67% 

$1.824 16.20% 

0.60 N/A 

$1.094 16.20% 

In the example displayed in Table 11, a sustainable growth rate of four 

percent4 exists in Year 1 and Year 2 (as in the prior example). In Year 3, 

Year 4 and Year 5, however, the sustainable growth rate increases to six 

p e r ~ e n t . ~  If the hypothetical utility in Mr. Hill's illustration were expected to 

earn a fifteen-percent return on common equity on a continuing basis, 

then a six percent long-term rate of growth would be reasonable. 

[ ( Year 2 EarningsISh - Year 1 EarningsISh ) + Year 1 EarningdSh ] = [ ( $1.04 - $7.00 ) + 
4 

$1 .OO ] = [ $0.04 f $1 .OO ] = 4.00% 

[ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 

13 
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However, the compound growth rate for earnings and dividends, displayed 

in the last column, is 16.20 percent. If this rate was to be used in the 

DCF model, the utility's return on common equity would be expected to 

increase by fifty percent every five years, [ ( I5 percent +- 10 percent) - I]. 

This is clearly an unrealistic expectation. 

Although it is not illustrated in Mr. Hill's hypothetical example, a change in 

only the dividend payout ratio will eventually result in a utility paying out 

more in dividends than it earns. While it is not uncommon for a utility in 

the real world to have a dividend payout ratio that exceeds one hundred 

percent on occasion, it would be unrealistic to expect the practice to 

continue over a sustained long-term period of time. 

Q. 

A. 

Other than the retention of internally generated funds, as illustrated 

in Mr. Hill's hypothetical example, are there any other sources of new 

equity capital that can influence an investor's growth expectations 

for a given company? 

Yes, a company can raise new equity capital externally. The best 

example of external funding would be the sale of new shares of common 

stock. This would create additional equity for the issuer and is often the 

case with utilities that are either in the process of acquiring smaller 

systems or providing service to rapidly growing areas. 

14 
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2. 

4. 

Q. 

4. 

How d o e s  external equity financing influence the growth 

expectations held by investors? 

Rational investors will put their available funds into investments that will 

either meet or exceed their given cost of capital (Le. the return earned on 

their investment). In the case of a utility, the book value of a company's 

stock usually mirrors the equity portion of its rate base (the utility's earning 

base). Because regulators allow utilities the opportunity to earn a 

reasonable rate of return on rate base, an investor would take into 

consideration the effect that a change in book value would have on the 

rate of return that he or she would expect the utility to earn. If an investor 

believes that a utility's book value (Le. the utility's earning base) will 

increase, then he or she would expect the return on the utility's common 

stock to increase. If this positive trend in book value continues over an 

extended period of time, an investor would have a reasonable expectation 

for sustained long-term growth. 

Please provide an example of how external financing affects a 

utility's book value of equity. 

As I explained earlier, one way that a utility can increase its equity is by 

selling new shares of common stock on the open market. If these new 

shares are purchased at prices that are higher than those shares sold 

previously, the utility's book value per share will increase in value. This 

would increase both the earnings base of the utility and the earnings 

15 



, 
1 

2 

I 3 

~ 

4 

I 5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

, 
I 
I 

I 

I 

I 

I 20 

I 21 

22 

lirect Testimony of William A. Rigsby 
qrizona Public Service Company 
locket No. E-01345A-11-0224 

Q. 

A. 

expectations of investors. However, if new shares sold at a price below 

the pre-sale book value per share, the after-sale book value per share 

declines in value. If this downward trend continues over time, investors 

might view this as a decline in the utility's sustainable growth rate and will 

have lower expectations regarding growth. Using this same logic, if a new 

stock issue sells at a price per share that is the same as the pre-sale book 

value per share, there would be no impact on either the utility's earnings 

base or investor expectations. 

Please explain how the external component of the DCF growth rate is 

determined. 

In his book, The Cost of Capital to a Public Utility,6 Dr. Gordon (the 

individual responsible for the development of the DCF or constant growth 

model) identified a growth rate that includes both expected internal and 

external financing components. The mathematical expression for Dr. 

Gordon's growth rate is as follows: 

g = ( b r )  + ( s v )  

where: g - - DCF expected growth rate, 

the earnings retention ratio, 

the return on common equity, 

the fraction of new common stock sold that 

- b - 

r - - 

- - S 

Gordon, M.J., The Cost of Capital to a Public Utilitv, East Lansing, MI: Michigan State 6 

University, 1974, pp. 30-33. 
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accrues to a current shareholder, and 

funds raised from the sale of stock as a fraction 

of existing equity. 

- - V 

I - [ ( BV ) + ( MP ) ] - - and V 

where: BV = book value per share of common stock, and 

MP = the market price per share of common stock. 

3. 

4. 

Q. 

4. 

Did you include the effect of external equity financing on long-term 

growth rate expectations in your analysis of expected dividend 

growth for the DCF model? 

Yes. The external growth rate estimate (sv) is displayed on Page 1 of 

Schedule WAR-4, where it is added to the internal growth rate estimate 

(br) to arrive at a final sustainable growth rate estimate. 

Please explain why your calculation of external growth on page 2 of 

Schedule WAR-4, is the current market-to-book ratio averaged with 

1.0 in the equation [(M + B) + I] + 2. 

The market price of a utility's common stock will tend to move toward book 

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return 

that is equal to the cost of capital (one of the desired effects of regulation). 

As a result of this situation, I used [(M + B) + I ]  + 2 as opposed to the 

current market-to-book ratio by itself to represent investor's expectations 

that, in the future, a given utility will achieve a market-to-book ratio of 1 .O. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Has the Commission ever adopted a cost of capital estimate that 

included this assumption? 

Yes. In a prior Southwest Gas Corporation rate case7, the Commission 

adopted the recommendations of ACC Staffs cost of capital witness, 

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill 

used the same methods that I have used in arriving at the inputs for the 

DCF model. His final recommendation for Southwest Gas Corporation 

was largely based on the results of his DCF analysis, which incorporated 

the same valid market-to-book ratio assumption that I have used 

consistently in the DCF model as a cost of capital witness for RUCO. 

How did you develop your dividend growth rate estimate? 

I analyzed data on a proxy group comprised of twenty publicly traded 

electric service providers. 

Why did you use a proxy group methodology as opposed to a direct 

analysis of the Company? 

One of the problems in performing this type of analysis is that the utility 

applying for a rate increase is not always a publicly traded company. 

Although Pinnacle West Capital Corporation, APS’ parent company, is 

publicly-traded on the NYSE, APS is not. Because of this situation, I used 

the aforementioned proxy that includes twenty electric utilities with similar 

Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876) 7 
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risk characteristics as APS in order to derive a cost of common equity for 

the Company. 

3. 

4. 

3. 

4. 

Are there any other advantages to the use of a proxy? 

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope 

decision that a utility is entitled to earn a rate of return that is 

commensurate with the returns on investments of other firms with 

comparable risk. The proxy technique that I have used derives that rate of 

return. One other advantage to using a sample of companies is that it 

reduces the possible impact that any undetected biases, anomalies, or 

measurement errors may have on the DCF growth estimate. 

What criteria did you use in selecting the electric utilities included in 

your proxy for APS? 

Each of the electric utilities in my sample are tracked in the Value Line 

Investment Survey's ("Value Line") Electric Utility industry segment. Value 

Line follows electric utilities on a regional basis and issues quarterly 

updates on electric utilities located in the eastern, central and western 

portions of the U.S. All of the companies in the proxy are engaged in the 

provision of regulated electric services. Attachment A of my testimony 

contains Value Line's most recent evaluation on each of the twenty 

companies that I included in the electric proxy group that I used for my 

cost of common equity analysis. 
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a. 

4. 

Q. 

4. 

... 

Are these the same electric providers included in the proxy used by 

APS’ cost of equity witness? 

With the exception of Pinnacle West Capital Corporation, the parent 

company of APS, these are the same electric providers used by William E. 

Avera, Ph.D., the Company’s’ cost of capital witness. 

Why did you exclude Pinnacle West Capital Corporation from your 

proxy group? 

I excluded Pinnacle West Capital Corporation from my proxy group for two 

reasons. First, Value Line inadvertently omitted 2008 operating results for 

Pinnacle West Capital Corporation in their November 4, 2011 quarterly 

update on electric utilities located in the western region of the U.S. Upon 

discovering the omission I contacted Value Line to find out if a correction 

was going to be issued and was told by Mr. Paul Debbas that Value Line 

was not going to make a correction until their next quarterly update is 

published. A second, and possibly sounder, reason for omitting Pinnacle 

West Capital Corporation is simply that it is probably best not to include 

the parent of the company that is the subject of an analysis, since the 

object of the analysis is to determine a cost of equity figure for utilities with 

similar risk characteristics. 
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2. 

4. 

Q. 

4. 

Please explain your DCF growth rate calculations for the sample 

electric providers used in your proxy. 

Schedule WAR-5 provides retention ratios, returns on book equity, internal 

growth rates, book values per share, numbers of shares outstanding, and 

the compounded share growth for each of the electric companies included 

in my sample for an historical 5-year observation period from the 

beginning of 2006 to the end of 2010. Schedule WAR-5 also includes 

Value Line's projected 2011, 2012 and 2014-16 values for the retention 

ratio, equity return, book value per share growth rate, and number of 

shares outstanding for the sample electric companies. 

Please describe how you used the information displayed in Schedule 

WAR-5 to estimate each comparable utility's dividend growth rate. 

In explaining my analysis, I will use Ameren Corp. (NYSE symbol AEE) as 

an example. The first dividend growth component that I evaluated was the 

internal growth rate. I used the "b x r'' formula (described on pages 11 

and 12 of my testimony) to multiply AEE's earned return on common 

equity by its earnings retention ratio for each year in the 2006 to 2010 

observation period to derive the utility's annual internal growth rates. I 

used the mean average of this five-year period as a benchmark against 

which I compared the projected growth rate trends provided by Value Line. 

Because an investor is more likely to be influenced by recent growth 

trends, as opposed to historical averages, the five-year mean noted earlier 
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was used only as a benchmark figure. As shown on Schedule WAR-5, 

Page 1, AEE’s average internal growth rate of 2.1 8 percent over the 2006 

to 2010 time frame reflects an up and down pattern of growth that ranged 

from a low of 1.03 percent in 2008 to a high of 3.82 percent during 201 0. 

Value Line is predicting that growth will fall to 2.51 percent in 2011 and 

2012 before increasing to 2.69 percent by the end of the 2014-16 time 

frame. After weighing Value Line’s projections on earnings and dividend 

growth, I believe that a 3.00 percent rate of internal growth is within the 

realm of possibility for AGL (Schedule WAR-4, Page 1 of 2). 

Q. 

A. 

Please continue with the external growth rate component portion of 

your analysis. 

Schedule WAR-5 demonstrates that the number of shares outstanding for 

AEE increased from 206.60 million to 240.40 million from 2006 to 2010. 

Value Line is predicting that this level will increase from 244.00 million in 

2011 to 256.00 million by the end of 2016. Based on this data, I believe 

that a 1.40 percent growth in shares is not unreasonable for AEE (Page 2 

of Schedule WAR-4). My final dividend growth rate estimate for AEE is 

5.70 percent (3.00 percent internal growth + 2.75 percent external growth 

- as calculated on Page 2 of Schedule WAR 4) and is shown on Page 1 of 

Schedule WAR-4. 
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Q. 

A. 

Q. 

A. 

What is the average DCF dividend growth rate estimate for your 

sample utilities? 

The average DCF dividend growth rate estimate for my sample is 5.59 

percent as displayed on page 1 of Schedule WAR-4. 

How does your average dividend growth rate estimates on your 

sample companies compare to the growth rate data published by 

Value Line and other analysts? 

Schedule WAR-6 compares my growth estimates with the five-year 

projections of analysts at both Value Line and Zacks Investment 

Research, Inc. (“Zacks”) (Attachment B). My 5.59 percent estimate 

exceeds Zacks’ average long-term EPS projection of 2.37 percent and is 

43 basis points higher than Value Line’s growth projection of 5.16 percent 

(which is an average of EPS, DPS and BVPS). My 5.59 percent estimate 

is 252 basis points higher than the 3.07 percent average of Value Line’s 

historical growth results and 108 basis points higher than the 4.01 percent 

average of the growth data published by both Value Line and Zacks. My 

5.59 percent growth estimate is 186 basis points higher than Value Line’s 

3.73 percent 5-year compound historical average of EPS, DPS and BVPS. 

The estimates of analysts at Value Line indicate that investors are 

expecting somewhat lower growth than what I am estimating from the 

electric utility industry in the future. On balance, I would say my 5.59 
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percent estimate is somewhat more optimistic than the growth projections 

that are available to the investing public. 

Q. 

4. 

Q. 

4. 

How did you calculate the dividend yields displayed in Schedule 

WAR3? 

I used the estimated annual dividends of my sample companies for the 

next twelve-month period that appeared in Value Line's most recent 

Ratings and Reports quarterly updates on the electric utility industry. I 

then divided those figures by the eight-week average daily adjusted 

closing price per share of the appropriate utility's common stock. The 

eight-week observation period ran from September 12, 201 1 to November 

4, 201 I ,  and the average dividend yield was 4.1 7 percent as exhibited on 

Schedule WAR-3. 

Based on the results of your DCF analysis, what is your cost of 

equity capital estimate for the electric companies included in your 

sample? 

As shown on Schedule WAR-2, the cost of equity capital derived from my 

DCF analysis is 9.77 percent for the electric utilities included in my 

sample. 
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Capital Asset Pricing Model (CAPM) Method 

Q. 

A. 

Please explain the theory behind CAPM and why you decided to use 

it as an equity capital valuation method in this proceeding. 

CAPM is a mathematical tool that was developed during the early 1960’s 

by William F. Sharpe’, the Timken Professor Emeritus of Finance at 

Stanford University, who shared the 1990 Nobel Prize in Economics for 

research that eventually resulted in the CAPM model. CAPM is used to 

analyze the relationships between rates of return on various assets and 

risk as measured by beta.g In this regard, CAPM can help an investor to 

determine how much risk is associated with a given investment so that he 

or she can decide if that investment meets their individual preferences. 

Finance theory has always held that as the risk associated with a given 

investment increases, so should the expected rate of return on that 

investment and vice versa. According to CAPM theory, risk can be 

classified into two specific forms: nonsystematic or diversifiable risk, and 

systematic or non-diversifiable risk. While nonsystematic risk can be 

virtually eliminated through diversification (i.e. by including stocks of 

various companies in various industries in a portfolio of securities), 

systematic risk, on the other hand, cannot be eliminated by diversification. 

William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Manaqement Science, VoI. 9, No. 3 

2 (January 1963), pp. 277-93. 

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
3 market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns 
3n a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
market; and if a stock‘s beta is less than 1 .O, its returns are less volatile or riskier than the overall 
stock market. 

3 
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Thus, systematic risk is the only risk of importance to investors. Simply 

stated, the underlying theory behind CAPM is that the expected return on 

a given investment is the sum of a risk-free rate of return plus a market 

risk premium that is proportional to the systematic (non-diversifiable risk) 

associated with that investment. In mathematical terms, the formula is as 

follows: 

k = rf + [ I3 ( rm - rf ) ] 

where: k - - the expected return of a given security, 

risk-free rate of return, 

beta coefficient, a statistical measurement of a 

security's systematic risk, 

average market return (e.g. S&P 500), and 

market risk premium. 

- - rf 

F3 - - 

- - rm 

rm - rf = 

Q. 

4. 

... 

What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 
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Q. 

4. 

Please explain why U.S. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment C) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

components,” a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 9l-day T-Bill rate from the yield on the security. 

10 
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testimony, this compensation translates into higher rates of returns to the 

investor. 

Q. 

A. 

Q. 

A. 

What security did you use for a risk-free rate of return in your CAPM 

analysis? 

I used an eight-week average of the yield on a 5-year U.S. Treasury 

instrument. The yields were published in Value Line’s Selection and 

Opinion publication dated September 23, 201 1 through November 11 , 

2011 (Attachment C). This resulted in a risk-free (rf) rate of return of 0.97 

percent . 

Why did you use the yield on a 5-year year U.S. Treasury instrument 

as opposed to a short-term T-Bill? 

While a shorter term instrument, such as a 91-day T-Bill, presents the 

lowest possible total risk to an investor, a good argument can be made 

that the yield on an instrument that matches the investment period of the 

asset being analyzed in the CAPM model should be used as the risk-free 

rate of return. Since utilities in Arizona generally file for rates every three 

to five years, the yield on a 5-year U.S. Treasury Instrument closely 

matches the investment period or, in the case of regulated utilities, the 

period that new rates will be in effect. 
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2. 

4. 

3. 

4. 

How did you calculate the market risk premium used in your CAPM 

analysis? 

I used both a geometric and an arithmetic mean of the historical total 

returns on the S&P 500 index from 1926 to 2010 as the proxy for the 

market rate of return (rm). For the risk-free portion of the risk premium 

component (rf), I used the geometric mean of the total returns of 

intermediate-term government bonds for the same eighty-four year period. 

The market risk premium (rm - rf) that results by using the geometric mean 

of these inputs is 4.50 percent (9.90% - 5.40% = 4.50%). The market risk 

premium that results by using the arithmetic mean calculation is 6.40 

percent (1 I .90% - 5.50% = 6.40%). 

How did you select the beta coefficients that were used in your 

CAPM analysis? 

The beta coefficients (B), for the individual utilities used in both my 

proxies, were calculated by Value Line and were current as of September 

9, 201 1 for the LDCs in my proxy. Value Line calculates its betas by using 

a regression analysis between weekly percentage changes in the market 

price of the security being analyzed and weekly percentage changes in 

the NYSE Composite Index over a five-year period. The betas are then 

adjusted by Value Line for their long-term tendency to converge toward 

1.00. The beta coefficients for the electric companies included in my 

sample ranged from 0.55 to 0.80 with an average beta of 0.75. 
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1. 

4. 

1. 

4. 

Q. 

4. 

What are the results of your CAPM analysis? 

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 

using a geometric mean to calculate the risk premium results in an 

average expected return of 4.32 percent. My calculation using an 

arithmetic mean results in an average expected return of 5.74 percent. 

What would be the expected return if a longer term 30-year U.S. 

Treasury bond were used as the risk free asset in the CAPM model? 

During the eight week period that I relied on in my analysis, the yield on a 

30-year U.S. Treasury bond declined from 3.27 percent to 3.01 percent. If 

a 3.01 percent eight-week average of 30-year U.S. Treasury bond yields 

were used in my CAPM model it would produce expected returns of 6.29 

percent using a geometric mean, and 7.49 percent using an arithmetic 

mean. As I will discuss later in my testimony, the yields of long-term U.S. 

Treasury instruments are currently falling as a result of recent actions 

being undertaken by the U.S. Federal Reserve. 

Please summarize the results derived under each of the 

methodologies presented in your testimony. 

The following is a summary of the cost of equity capital derived under 

each methodology used: 
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Q. 

4. 

Q. 

A. 

METHOD 

DCF 

CAPM 

RESULTS 

9.77% 

4.32% - 5.74% 

Based on these results, my best estimate of an appropriate range for a 

cost of common equity for the Company is 4.32 percent to 9.77 percent. 

My final recommended cost of common equity figure is 10.00 percent 

which is just above the high end of the range of estimates shown above 

(Schedule WAR-1, Page 3). 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The 11 .OO percent cost of equity capital proposed by the Company is 100 

basis points higher than the 10.00 percent cost of equity capital that I am 

recommend i ng . 

How did you arrive at your final recommended 10.00 percent cost of 

common equity? 

As just stated, my recommended 10.00 percent cost of common equity 

falls just above the high side of the range of estimates obtained from my 

DCF and CAPM analyses. As I will discuss in more detail in the next 

section of my testimony, my final estimate takes into consideration current 

interest rates (as the cost of equity moves in the same direction as interest 

rates), the current state of the national economy - which could be sliding 
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back into recession. My final estimate also takes into consideration the 

U.S. Federal Reserve’s recent decision not to raise interest rates anytime 

over the next two years, I also took into consideration information on 

Arizona’s economy and current rate of unemployment in making my final 

cost of equity estimate. My final estimate also falls within the range of 

projected returns on book common equity that Value Line is projecting for 

the electric utility industry. 

hrrent  Economic Environment 

2. 

4. 

Q. 

4. 

Please explain why it is necessary to consider the current economic 

environment when performing a cost of equity capital analysis for a 

regulated utility . 
Consideration of the economic environment is necessary because trends 

in interest rates, present and projected levels of inflation, and the overall 

state of the U.S. economy determine the rates of return that investors earn 

on their invested funds. Each of these factors represent potential risks 

that must be weighed when estimating the cost of equity capital for a 

regulated utility and are, most often, the same factors considered by 

individuals who are also investing in non-regulated entities. 

Please describe your analysis of the current economic environment. 

My analysis begins with a review of the economic events that have 

occurred between 1990 and the present in order to provide a background 
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on how we got to where we are now. It also describes how the Board of 

Governors of the Federal Reserve System (“Federal Reserve” or “Fed”) 

and its Federal Open Market Committee (“FOMC”) used its interest rate- 

setting authority to stimulate the economy by cutting interest rates during 

recessionary periods and by raising interest rates to control inflation during 

times of robust economic growth. Schedule WAR-8 displays various 

economic indicators and other data that I will refer to during this portion of 

my testimony. 

In 1991, as measured by the most recently revised annual change in 

gross domestic product (“GDP”), the U.S. economy experienced a rate of 

growth of negative 0.20 percent. This decline in GDP marked the 

beginning of a mild recession that ended sometime before the end of the 

first half of 1992. Reacting to this situation, the Federal Reserve, then 

chaired by noted economist Alan Greenspan, lowered its benchmark 

federal funds rate” in an effort to further loosen monetary constraints - an 

action that resulted in lower interest rates. 

During this same period, the nation’s major money center banks followed 

the Federal Reserve’s lead and began lowering their interest rates as well. 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 

This is the interest rate charged by banks with excess reserves at a Federal Reserve district 
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is 
the most sensitive indicator of the direction of interest rates, since it is set daily by the market, 
unlike the prime rate and the discount rate, which are periodically changed by banks and by %he 
Federal Reserve Board, respectively. 

11 
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by banks to their best customers) had dropped to 6.00 percent from a 

1990 level of 10.01 percent. In addition, the Federal Reserve's discount 

rate on loans to its member banks had fallen to 3.00 percent and short- 

term interest rates had declined to levels that had not been seen since 

1972. 

Although GDP increased in 1992 and 1993, the Federal Reserve took 

steps to increase interest rates beginning in February of 1994, in order to 

keep inflation under control. By the end of 1995, the Federal discount rate 

had risen to 5.21 percent. Once again, the banking community followed 

the Federal Reserve's moves. The Fed's strategy, during this period, was 

to engineer a "soft landing." That is to say that the Federal Reserve 

wanted to foster a situation in which economic growth would be stabilized 

without incurring either a prolonged recession or runaway inflation. 

3. 

4. 

Did the Federal Reserve achieve its goals  during this period? 

Yes. The Fed's strategy of decreasing interest rates to stimulate the 

economy worked. The annual change in GDP began an upward trend in 

1992. A change of 4.50 percent and 4.20 percent were recorded at the 

end of 1997 and 1998 respectively. Based on daily reports that were 

presented in the mainstream print and broadcast media during most of 

1999, there appeared to be little doubt among both economists and the 

public at large that the U.S. was experiencing a period of robust eccm 
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growth highlighted by low rates of unemployment and inflation. Investors, 

who believed that technology stocks and Internet company start-ups (with 

little or no history of earnings) had high growth potential, purchased these 

types of issues with enthusiasm. These types of investors, who exhibited 

what former Chairman Greenspan described as ”irrational exuberance,” 

pushed stock prices and market indexes to all time highs from 1997 to 

2000. Over the next ten years, the FOMC continued to stimulate the 

economy and keep inflation in check by raising and lowering the federal 

funds rate. 

Q. 

4. 

How did the U.S. economy fare between 2001 and 2007? 

The U.S. economy entered into a recession near the end of the first 

quarter of 2001. The bullish trend, which had characterized the last half of 

the 199O’s, had already run its course sometime during the third quarter of 

2000. Disappointing economic data releases, since the beginning of 

2001, preceded the September 11, 2001 terrorist attacks on the World 

Trade Center and the Pentagon which are now regarded as a defining 

point during this economic slump. From January 2001 to June 2003 the 

Federal Reserve cut interest rates a total of thirteen times in order to 

stimulate growth. During this period, the federal funds rate fell from 6.50 

percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004 

and raised the federal funds rate 25 basis points to 1.25 percent. From 

June 29, 2004 to January 31, 2006, the FOMC raised the federal funds 
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rate thirteen more times to a level of 4.50 percent during a period in which 

the economic picture turned considerably brighter as both Inflation and 

unemployment fell, wages increased and the overall economy, despite 

continued problems in housing, grew briskly.‘* 

The FOMC’s January 31, 2006 meeting marked the final appearance of 

Alan Greenspan, who had presided over the rate setting body for a total of 

eighteen years. On that same day, Greenspan’s successor, Ben 

Bernanke, the former chairman of the President’s Council of Economic 

Advisers, and a former Fed governor under Greenspan from 2002 to 

2005, was confirmed by the U.S. Senate to be the new Federal Reserve 

chief. As expected by Fed watchers, Chairman Bernanke picked up 

where his predecessor left off and increased the federal funds rate by 25 

basis points during each of the next three FOMC meetings for a total of 

seventeen consecutive rate increases since June 2004, and raising the 

federal funds rate to a level of 5.25 percent. The Fed’s rate increase 

campaign finally came to a halt at the FOMC meeting held on August 8, 

2006, when the FOMC decided not to raise rates. Once again, the Fed 

managed to engineer a soft landing. 

Henderson, Nell, “Bullish on Bernanke” The Washinqton Post, January 30, 2007. 12 
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1. 

4. 

What has been the state of the economy since 2007? 

Reports in the mainstream financial press during the majority of 2007 

reflected the view that the U.S. economy was slowing as a result of a 

worsening situation in the housing market and higher oil prices. The 

overall outlook for the economy was one of only moderate growth at best. 

Also during this period the Fed’s key measure of inflation began to exceed 

the rate setting body’s comfort level. 

On August 7, 2007, the beginning of what is now being referred to as the 

Great Recession; the FOMC decided not to increase or decrease the 

federal funds rate for the ninth straight time and left its target rate 

unchanged at 5.25 percent.13 At the time of the Fed’s decision, analysts 

speculated that a rate cut over the next several months was unlikely given 

the Fed’s concern that inflation would fail to moderate. However, during 

this same period, evidence of an even slower economy and a possible 

recession was beginning to surface. Within days of the Fed’s decision to 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 

market for subprime mortgages, and securities linked to them, forced the 

Fed to inject $24 billion in funds (raised through its open market 

operations) into the credit markets.I4 By Friday, August 17, 2007, after a 

Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August 13 

8,2007 

l4 Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007 
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turbulent week on Wall Street, the Fed made the decision to lower its 

discount rate (i.e. the rate charged on direct loans to banks) by 50 basis 

points, from 6.25 percent to 5.75 percent, and took steps to encourage 

banks to borrow from the Fed’s discount window in order to provide 

liquidity to lenders. According to an article that appeared in the August 18, 

2007 edition of The Wall Street Journal, l5 the Fed had used all of its tools 

to restore normalcy to the financial markets. If the markets failed to settle 

down, the Fed’s only weapon left was to cut the Federal Funds rate - 

possibly before the next FOMC meeting scheduled on September 18, 

2007. 

Q. 

A. 

Did the Fed cut rates as a result of the subprime mortgage borrowing 

crises? 

Yes. At its regularly scheduled meeting on September 18, 2007, the 

FOMC surprised the investment community and cut both the federal funds 

rate and the discount rate by 50 basis points (25 basis points more than 

what was anticipated). This brought the federal funds rate down to a level 

of 4.75 percent. The Fed’s action was seen as an effort to curb the 

aforementioned slowdown in the economy. Over the course of the next 

four months, the FOMC reduced the Federal funds rate by a total 175 

basis points to a level of 3.00 percent - mainly as a result of concerns that 

the economy was slipping into a recession. This included a 75 basis point 

Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall 15 

Street Journal, August 9, 2007 
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reduction that occurred one week prior to the FOMC’s meeting on January 

29, 2008. 

Q. 

A. 

What actions has the Fed taken in regard to interest rates since the 

beginning of 2008? 

The Fed made two more rate cuts which included a 75 basis point 

reduction in the federal funds rate on March 18, 2008 and an additional 25 

basis point reduction on April 30, 2008. The Fed’s decision to cut rates 

was based on its belief that the slowing economy was a greater concern 

than the current rate of inflation (which the majority of FOMC members 

believed would moderate during the economic slowdown).16 As a result of 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 

percent. From April 30, 2008 through September 16, 2008, the Fed took 

no further action on its key interest rate. However, the days before and 

after the Fed’s September 16,2008 meeting saw longstanding Wall Street 

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 

their subprime holdings. By the end of the week, the Bush administration 

had announced plans to deal with the deteriorating financial condition 

which had now become a worldwide crisis. The administrations actions 

included former Treasury Secretary Henry Paulson’s request to Congress 

for $700 billion to buy distressed assets as part of a plan to halt what has 

Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief‘ -, 16 

March 19,2008 
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been described as the worst financial crisis since the 1 9 3 0 ’ ~ ’ ~ .  Amidst this 

turmoil, the Fed made the decision to cut the federal funds rate by another 

50 basis points in a coordinated move with foreign central banks on 

October 8, 2008. This was followed by another 50 basis point cut during 

the regular FOMC meeting on October 29, 2008. At the time of this 

writing, the federal funds target rate now stands at 0.25 percent, the result 

of a 75 basis point cut announced on December 16,2008. 

Q. 

4. 

Q. 

A. 

What is the current rate of inflation in the US.? 

As can be seen on Schedule WAR-8, the current rate of inflation, as 

measured by the consumer price index, is at 3.90 percent according to 

information provided by the U.S. Department of Labor’s Bureau of Labor 

Statistics.18 

Has the Fed raised interest rates in anticipation of higher inflation? 

No. The FOMC has not raised interest rates to date. The Fed’s plan to 

buy $600 billion of U.S. government bonds over an eight month period, 

known as quantitative easing stage two or QE2,” was completed during 

the summer of 201 1. The attempt to drive down long-term interest rates 

Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms 17 

Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008 

http://www. bls.qov/news.release/cpi. nrO. htm 

Hilsenrath, Jon, “Fed Fires $600 Billion Stimulus Shot” The Wall Street Journal, November 4, 

18 

19 
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and encourage more borrowing and growth by increasing the money 

supply has yet to stimulate the economy and fears of a double dip 

recession persist. At its August 9, 2011 meeting, the FOMC announced 

that it intended to keep interest rates at their current levels for at least the 

next two years warning that the economy would remain weak for some 

time but that the Fed is prepared to take further steps to shore it up.2o 

Q. Has the Fed taken any recent action, such  as  QE2, to stimulate the 

economy? 

Yes. At the close of the FOMC’s September meeting the Fed announced 

its decision to implement a plan that resembles a 1961 Federal Reserve 

program known as “Operation Twist”.21 Under this plan, the Fed will sell 

$400 billion in Treasury securities that mature within three years. The 

proceeds from these sales will then be reinvested into securities that 

mature in six to 30 years. This action would significantly alter the balance 

of the Fed’s holdings toward long-term securities. In addition to selling off 

its shorter term Treasury holdings, the Fed will take the proceeds from its 

maturing mortgage-backed securities and reinvest them in other mortgage 

backed securities. For the past year, the Fed has been reinvesting that 

money into Treasury bonds, shrinking its mortgage portfolio. The overall 

2o Reddy, Sudeep and Jonathan Cheng “Markets Sink Then Soar After Fed Speaks” The Wall 
Street Journal, August 10, 201 1 

21 

September 22, 201 1 
Hilsenrath, Jon and Luca Di Leo “Fed Launches New Stimulus” The Wall Street Journal, 
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goal of the Fed’s plan is to reduce long-term interest rates in the hope of 

boosting investment and spending and provide a shot in the arm to the 

beleaguered housing sector of the economy. During its most recent 

FOMC meeting held on November I, 201 1, the Fed decided not to make 

any changes to existing interest rates. 

Q. 

4. 

Q. 

4. 

Has there been any noticeable drop in long-term rates since the Fed 

announced its pian to purchase longer term Treasury instruments? 

Yes. As I noted earlier in my testimony, the yield on the 30-year Treasury 

bond has from fallen from 3.27 percent to 3.01 percent since the latter part 

of September 201 1. 

Putting this all into perspective, how have the Fed’s actions since 

2000 affected the yields on Treasury Instruments and benchmark 

interest rates? 

As can be seen on Schedule WAR-8, current Treasury yields are 

considerably lower than corresponding yields that existed during the year 

2000 and U.S. Treasury instruments, are for the most part, still at 

historically low levels. As can be seen on the first page of Attachment C, 

the previously mentioned federal discount rate (the rate charged to the 

Fed’s member banks), has remained steady at 0.75 percent since 

November of 201 0. 
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As of November 4, 2011, leading interest rates that include the 3-month, 

6-month and l-year treasury yields have dropped from their November 

201 0 levels. Longer term yields including the 5-year, I O-year and 30-year 

have all fallen from levels that existed a year ago. The same is true for 

the 30-year Zero rate. The prime rate has remained constant at 3.25 

percent over the past year, as has the benchmark federal funds rate 

discussed above. A previous trend, described by former Chairman 

Greenspan as a in which long-term rates fell as short-term 

rates increased, thus creating a somewhat inverted yield curve that 

existed as late as June 2007, is completely reversed and a more 

traditional yield curve (one where yields increase as maturity dates 

lengthen) presently exists. The 5-year Treasury yield, used in my CAPM 

analysis, has decreased 23 basis points from 1 .I 1 percent, in November 

2010, to 0.88 percent as of November 2,201 1. 

Q. 

A. 

What are the current yields on utility bonds? 

Referring again to Attachment C, as of November 2, 201 I , 25/30-year A- 

rated utility bonds were yielding 4. 12 percent (1 I O  basis points lower than 

a year ago) and 25/30-year Baa/BBB-rated utility bonds were yielding 4.76 

percent (down 103 basis points from a year earlier). 

22 Wolk, Martin, “Greenspan wrestling with rate ‘conundrum’,’’ MSNBC, June 8, 2005 
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a. 

I. 

What is the current outlook for the economy? 

The current outlook on the economy is that a slide into recession appears 

to be unlikely but an outlook for slower growth persists. Value line’s 

analysts offered this perspective in the November 11, 2011 edition of 

Value Line’s Selection and Opinion publication: 

“One by one, the markers pointing to a new recession are 
falling - at least in this country. Recent data, for example, 
affirm that consumer spending, manufacturing orders, and auto 
sales are pressing higher, while other reports confirm that 
industrial production and business investment are rallying. Those 
still calling for a recession, therefore, are getting less and less of 
an audience.” 

Value Line’s analysts went on to say: 

”The U.S. upturn could move onto a slower track going 
forward, with growth - which rose to 2.5% in the third quarter 
- perhaps easing to less than 2% this period. Thereafter, there 
may be some gradual firming in 2012, with growth possibly 
averaging 2%, or so. Clearly, though, this forecast is tenuous 
due to uncertainty in Europe, where a recession seems more 
likely.” 

Value Line’s analysts also stated: 

”The year ahead holds numerous questions. First, there is 
Europe, which is in flux, as prior headlines proclaiming a 
resolution of the debt crisis now look a bit premature. Then, there 
are Federal Reserve policies, which are fluid and likely to evolve 
further, as the central bank seeks a balance between promoting 
faster growth and containing inflation. Also, there are questions 
about housing and personal income, both of which are under 
strain. Finally, there’s the likelihood of slower growth in China, 
which would add to global strains. All of this implies that a 
stronger showing by our economy in 2012 is unlikely.” 

Value Line’s analysts further went on to say: 

”Earnings season is now in the books, and it has been a 
respectable one for the most part. However, there were fewer 
fireworks on the upside than in prior quarters, as profit matchups 
became more difficult after two years of easy growth. We also 
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think earnings will press forward in the final quarter, but more 
modestly.” 

2. 

4. 

... 

How are electric utilities such  as  APS faring in the current economic 

e nv i ro n me n t? 

In the November 4, 2011 quarterly update on the Electric Utility (West) 

Industry, Value Line analyst Paul E. Debbas, CFA had this to say: 

“Electric utility stocks are known for outperforming the broader 
market averages in a down market. So far in 2011, this has 
proven to be the case. The Value Line Geometric Average is 
down 12% this year, while the Value Line Utility Average is up 
2%. When dividends are considered, the relative out 
performance of this group is even greater. This had made the 
equities in this industry relatively less attractive, however. In fact, 
some issues, such as Pinnacle West, are trading around the 
middle of th eir 2014-2016 Target Price Range. F or a utility 
stock, this is often a sign that it has become overvalued.” 

Also Included in Value Line’s November 4, 2011 issue is its ranking of 

each state’s regulatory climate, plus that of the District of Columbia and 

the Federal Energy Regulatory Commission (“FERC”). Value Line ranks 

states as above average, average and below average. Interestingly, 

Arizona was ranked as average along with California, Delaware, District of 

Columbia, Florida, Georgia, Hawaii, Iowa, Kansas, Kentucky, Louisiana, 

Michigan, Minnesota, Mississippi, Missouri, Montana, Nevada, New 

Hampshire, New Jersey, New Mexico, North Carolina, North Dakota, 

0 klahoma, Pennsylvania, Texas, Virginia, Washing ton and Wyoming a 
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a. 

4. 

Q. 

A. 

How has  Arizona fared in terms of the overall economy and home 

foreclosures? 

Arizona was one of the states hit hardest during the Great Recession and 

has lagged during the current recovery.23 During the period between 2006 

and 2009, statewide construction spending fell by 40.00 percent. 

According to information provided by Irvine, California-based RealtyTrac, 

Arizona was ranked third in the nation behind California and Nevada in 

terms of home foreclosures with the largest number of foreclosures 

occurring in Maricopa, Pinal and Pima Counties. As of this writing 

RealtyTrac still ranks Arizona as having the third highest foreclosure rate 

in the country with one in every ninety-three housing units receiving a 

foreclosure filing in the third quarter. 24 

What is the current unemployment situation in Arizona during this 

period of economic recovery? 

According to information published on October 20, 201 1, and displayed on 

the website of the Arizona Department of Administration’s Office of 

Employment and Population  statistic^,^^ the seasonally adjusted 

unemployment rate for Arizona dropped two tenths of a percentage point 

23 Beard, Betty, “Recession hit Arizona hardest” The Arizona Republic, March 6, 201 I 

24 

Journal, October 13, 201 1. 
Millar, DiAngelea, “RealtyTrac: Arizona home foreclosures down sharply,” Phoenix Business 

25 Arizona Department of Administration’s Office of Employment and Population Statistics 
h ttp:llwww.workforce. az. qovl 
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from 9.3% in August, to 9.1% in September. At the time that this 

information was compiled, Arizona's rate of unemployment mirrored the 

U.S. unemployment rate which remained unchanged at 9.1% for the third 

consecutive month. In September 2010 the U. S. rate was 9.6% and 

Arizona's rate was 9.8%26 as can be seen below: 

Arizona, US.  Economic Indicators 
Unemployment Rate (Seasonally Adj. 

Sep '1 1 Aua '1 1 

United States 9.1% 9.1% 
Arizona 9.1 Yo 9.3% 
Arizona unadjusted rate 8.9% 9.4% 

Sep '10 

9.6% 

9.8% 
9.8% 

More recent information on the national rate of unemployment, released 

by the U.S. Department of Labor on November 4, 201 I, has pegged U.S. 

unemployment at 9.00 percent. 

According to the October 20, 201 I Arizona Department of Administration's 

Office of Employment and Population Statistics report, the September 

201 1 rates of unemployment for the counties that are served by APS were 

as follows: 

Selected County Unemployment Rates - September 201 I 

Apache 15.0% 
Cochise 8.2% 
Cocon i n o 7.3% 
Gila 9.7% 
La Paz 9.5% 
Maricopa 7.9% 
Navajo 14.0% 

26 U.S. Bureau of Labor Statistics Economic News Release dated June 3, 201 1 
h t t p : / / w .  bls.qov/news. release/empsit. nrO. h tm 
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Pima 8.0% 
Pinal 10.6% 

Yuma 27.0% 
Yavapai 9.4% 

Q. 

4. 

After weighing the economic information that you've just discussed,  

d o  you believe that the 10.00 percent cost of equity capital that you 

have estimated is reasonable for the Company? 

I believe that my recommended 10.00 percent cost of equity capital, which 

is 524 basis points higher than the current 4.76 percent yield on a 

Baa/BBB-rated utility bond, will provide APS with a reasonable rate of 

return on invested capital when data on interest rates (that are low by 

historical standards), the current state of the economy, current rates of 

unemployment (both nationally, in Arizona, and in the counties served by 

APS), and the Fed's decision to keep interest rates at their current levels 

over the next two years are all taken into consideration. As I noted earlier, 

the Hope decision determined that a utility is entitled to earn a rate of 

return that is commensurate with the returns it would make on other 

investments with comparable risk. I believe that my cost of equity 

analysis, which is on the high side of the range of results i obtained from 

both the DCF and CAPM models, has produced such a return. 
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ZAPITAL STRUCTURE AND COST OF DEBT 

2. 

4. 

Q. 

4. 

Q. 

A. 

Please describe the Company-proposed capital structure. 

The Company-proposed end of test year capital structure is comprised of 

53.94 percent common equity and 46.06 percent long-term debt. 

How does the Company-proposed capital structure compare with the 

capital structures of the electric companies that comprise your 

sample? 

The Company-proposed capital structure containing 53.94 percent 

common equity is somewhat higher in equity than the capital structures of 

the electric companies in my sample, which had an average of 45.70 

percent common equity, and would be perceived by investors as having 

somewhat lower risk overall. APS’ 46.06 percent level of long-term debt is 

lower than the average of 53.60 percent in my sample and would be 

perceived as having a lower level of financial risk. Overall I would say that 

APS’ capital structure is fairly well balanced. 

What capital structure are you recommending for APS? 

I am recommending that he Commission adopt the Company-proposed 

capital structure comprised of 53.94 percent common equity and 46.06 

percent long-term debt. 
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Q. 

9. 

What cost of long-term debt are you recommending for APS? 

I am recommending that the Commission adopt a cost of Long-term debt 

of 6.26 percent which, based on my calculation of the Company’s various 

outstanding debt instruments, is 12 basis points lower than the 6.38 

percent cost of long-term debt being proposed by APS. 

WEIGHTED COST OF CAPITAL AND FAIR VALUE RATE OF RETURN 

Q. 

4. 

Q. 

A. 

What original cost weighted average cost of capital are you 

recommending for APS? 

Based on my recommended capital structure, comprised of 53.94 percent 

common equity and 46.06 percent long-term debt, I am recommending an 

original cost weighted average cost of capital of 8.27 percent (Schedule 

WAR-I, Page I ) .  This is the weighted average cost of my recommended 

cost of 10.00 percent common equity and my recommended 6.26 percent 

cost long-term debt. My 8.27 percent weighted average cost of capital is 

also the OCROR to be applied to APS’ original cost rate base. 

What fair value rate of return are you recommending for APS? 

I am recommending a FVROR of 6.10 percent (Schedule WAR-1, Page 1) 

which is my OCROR minus an inflation factor of 2.18 percent (Schedule 

WAR-1, Page 4). My recommended FVROR satisfies the fair value 

requirement of the Arizona Constitution which the Commission must follow 

when setting rates for investor owned utilities such as APS. 
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Q. 

A. 

Q. 

A. 

Why are you recommending a FVROR that is different from your 

QCROR? 

Because APS elected not to use the Company’s original cost rate base 

(“OCRB”) as its fair value rate base (“FVRB”) in this case. Instead, APS 

performed a reconstruction cost new less depreciation (“RCND”) study to 

restate the value, or reproduction cost, of the Company’s OCRB. As is 

the normal ratemaking practice in Arizona, the Company averaged the 

values of its OCRB and its RCND rate base to arrive at a FVRB that is 

higher than the OCRB. This is because the value of the FVRB reflects the 

impact of inflation and other factors which tend to contribute to an upward 

growth in value over time. Since the difference in the value of the OCRB 

and the FVRB represents inflation, as opposed to additional investor 

supplied capital, an OCROR which includes an inflation component cannot 

be applied to the FVRB. To do so would result in a double counting of 

inflation. For this reason it is necessary to remove the inflation component 

that is included in the OCROR. 

Does your recommended FVROR satisfy the requirements for 

determining a FVROR that resulted from the Commission’s Chaparral 

City Water Company remand decision, which established the need to 

remove the inflation component from an OCROR? 

Yes. On July 28, 2008, the Commission issued Decision No. 7044A7 in 

which stated the following: 
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Our previous method was a shorthand method of ensuring that 
inflation would only influence one piece of the ratemaking 
formula - the rate of return. However, the Court of Appeals has 
made it clear that, under our constitution, the "inflation 
component" belongs in the FVRB. Accordingly, in order to 
avoid over-counting the effect of inflation, it is necessary for us 
to ensure that the rate of return does not also carry an inflation 
component. [Decision No. 70441, p. 331 

Q. 

4. 

How did you remove the inflation component from your OCROR? 

By reducing my recommended costs of common equity and long-term 

debt by an inflation factor of 2.18 percent. This produced my 

recommended FVROR of 6.10 percent. The method that I have used in 

this case produces a FVROR that is comparable to the FVROR calculated 

for UNS Electric, Inc. in a prior rate case proceeding. In that case the 

Commission adopted a method that reduced the OCROR by an inflation 

factor that was recommended by RUC0.27 The Commission had 

previously used the same method in a rate case proceeding for UNS 

Electric, Inc.'s sister utility, UNS Gas, Inc. Under the Commission's 

adopted methodology in the prior UNS Inc. cases, my recommended 

OCROR of 8.27 percent would be reduced by my recommended 2.18 

percent inflation factor - thus resulting in a FVROR of 6.10 percent. The 

method that I have used in this case, which removes the inflation factor 

from both my recommended cost of equity and recommended cost of 

debt, produces an identical 5.96 percent FVROR. 

Decision No. 71914, dated September 30, 2010 27 
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1. 

a. 

3. 

\. 

2. 

4. 

How did you calculate your inflation factor of 2.18 percent? 

By using the same RUCO methodology that produced an inflation factor 

similar to what the Commission relied on in the prior UNS Electric, Inc. 

case cited above. As can be seen on Page 4 of Schedule WAR-1, my 

recommended 2.1 8 percent inflation factor represents the difference 

between Treasury Inflation-Protected Securities (“TIPS”) and comparable 

securities issued by the U.S. Treasury with similar liquidity and duration 

over a nine year period. 

How does your FVROR compare to the FVROR being recommended 

by APS? 

My recommended FVROR of 6.10 percent is 30 basis points lower than 

the 6.47 percent FVROR being proposed by APS. 

What inflation factor does APS propose? 

APS does not reduce its proposed cost of common equity by an inflation 

factor. As stated on page 4 of his direct testimony, APS’ cost of equity 

witness Dr. William E. Avera states that the Company-proposed 11.08 

percent cost of common equity needs no adjustment since his DCF and 

CAPM results were obtained using analysts’ forward looking estimates 

based on current market values. 

53 



4 

5 

6 

7 

8 

9 

I O  

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

I 23 

lirect Testimony of William A. Rigsby 
Arizona Public Service Company 
locket No. E-01345A-11-0224 

a. 

9. 

Do you agree with Dr. Avera’s rationale as to why no inflation 

adjustment is needed to reduce the Company-proposed OCROR? 

No. I do not since analysts’ forward looking estimates would only take 

future expected inflation into account. Relying on analysts’ forecasted 

estimates does not address the impact of inflation and other factors which 

tend to contribute to an upward growth in the value of plant assets over 

time which is reflected in the Company’s RCND rate base which I 

explained above. 

SOMMENTS ON THE COMPANY-PROPOSED COST OF EQUITY CAPITAL 

2. 

4. 

Q. 

4. 

... 

Have you reviewed APS’ testimony on the Company-proposed cost 

of equity capital? 

Yes, I have reviewed the testimony prepared by Dr. William E. Avera. 

What issues does Dr. Avera address in his cost of equity testimony? 

In addition to addressing the cost of common equity issues in this case, 

Dr. Avera also addresses the capital structure, credit worthiness, and 

attrition issues that APS’ has raised in its Application. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

... 

Please compare the Company-proposed cost of equity with your 

recommended cost of equity. 

The Company is recommending a cost of equity capital of I 1  .OO percent 

which is 100 basis points higher than my recommended 10.00 percent 

cost of equity. 

Have you studied the specific methods that Dr. Avera used to derive 

the Company-proposed cost of equity capital? 

Yes. 

What methods did Dr. Avera use to arrive at his cost of common equity for 

APS? 

Dr. Avera used the DCF and CAPM methods to estimate APS’ cost of 

common equity. 

Can you provide a comparison of the results derived from Dr. 

Avera’s models and yours? 

Yes. The following portion of my testimony will compare and contrast the 

results of our DCF and CAPM analyses. 
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ICF Comparison 

a. 

4. 

2. 

4. 

Please compare the results of Dr. Avera’s DCF analysis and the 

results of your DCF analysis. 

Dr. Avera presented the results of two DCF analyses, one that relied on a 

sample of regulated electric utilities and the other on unregulated 

industrials. His DCF analysis using a sample of regulated utilities 

produced estimates ranging from 9.50 percent to 11.20 percent and his 

DCF analysis using a sample of unregulated industrials, or non-utilities, 

produced estimates ranging from 11.90 percent to 12.50 percent. My 

DCF analysis, which relied on a sample with all but one (Pinnacle West 

Capital Corporation, the parent of APS) of the regulated electric utilities 

included in Dr. Avera’s sample, produced a final estimate of 9.77 percent. 

Why didn’t you perform an analysis that included unregulated 

industrials? 

Quite simply because I believe that a sample of regulated electric utilities 

that face the same types of risks and operating conditions that APS does 

is an appropriate sample. Furthermore the results obtained by Dr. Avera’s 

non-utilities sample clearly demonstrate that these firms are much more 

riskier than regulated utilities. 
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2. 

4. 

Q. 

4. 

Q. 

A. 

What was the difference between Dr. Avera’s dividend yield results 

for electric utilities and your dividend yield results? 

Dr. Avera’s DCF analysis of regulated electric utilities produced an 

average dividend yield of 4.53 percent as opposed to my average dividend 

yield of 4.17 percent. I attribute the majority of the 36 basis point 

difference to higher closing stock prices that I recorded during my more 

recent 8-week observation period since there is not that much difference 

in the annualized dividends paid by our respective sample companies. 

Please compare your respective DCF growth estimates (9) for 

electric utilities. 

Dr. Avera’s electric utilities DCF analysis produced average growth 

estimates of 4.97 percent to 6.67 percent compared to my 5.59 percent 

estimate. However, as I will discuss later, Dr. Avera’s estimates ignore 

high and low estimates obtained from his model. 

Were there any differences in the way that you conducted your DCF 

analysis and the way that Dr. Avera conducted his? 

Yes. Dr. Avera also relied on projections from IBES in addition to my 

reliance on Value Line and Zacks. He also performed a br + sv type 

calculation similar to what I have done. The IBES growth projections of 

5.83 percent were 24 basis points higher than my 5.59 percent avera 

growth estimate. However, I will point out that Dr. Avera’s DCF analysis 
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placed no emphasis on the past performance of the electric utilities in his 

sample and focused entirely on analysts’ future projections to estimate the 

growth component (9) of the DCF model. While I agree that the 

estimation of an appropriate cost of common equity is a forward looking 

process, I believe that past performance should not be ignored entirely. 

Consideration of utilities’ past performance should serve as a useful cheek 

on the reasonableness of analysts’ future expectations. In addition to my 

points above, Dr. Avera eliminates high and low results (i.e. outliers) from 

his DCF results in order to arrive at his final DCF cost of common equity 

estimate. 

Q. 

A. 

Have you removed such outliers from your analysis? 

No. While I will admit that several of my sample electric utilities had 

results that could be classified as being extremely high or low, I have 

decided not to ignore them. 

CAPM Comparison 

Q. Please compare the results of Dr. Avera’s CAPM analysis and the 

results of your CAPM analysis. 

Dr. Avera’s CAPM analysis produced an estimate of 11.40 percent for his 

sample of electric utilities and an estimate of 10.00 percent for his sample 

of unregulated industrials. His estimates are 708 basis points to 568 basis 

points higher than my 4.32 percent CAPM estimate that uses a geometric 

A. 
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mean and are 566 basis points to 426 basis points higher than my 5.74 

percent CAPM estimate that uses an arithmetic mean. When compared to 

my CAPM estimates that relied on an eight-week average 30-year U.S. 

Treasury bond yield as the risk free rate of return, Dr. Avera’s utility 

sample estimates are 511 basis points higher than my 6.29 percent 

estimate using a geometric mean, and 391 basis points higher than my 

7.49 percent estimate using an arithmetic mean. Dr. Avera’s 11.40 

percent utility sample estimate exceeds the recent yield of 4.67 percent on 

a Baa/BBB-rated utility bond yield by 673 basis points. 

Q. 

A. 

Q. 

A. 

What are the main reasons for Dr. Avera’s higher CAPM results? 

The much higher inputs that include his risk free rate of return and Dr. 

Avera’s market risk premium which utilized his own method for calculating 

the return on the market as opposed to relying on the more established 

method of relying on historical market data published in Morningstar. Dr. 

Avera CAPM expected return estimates also include a size adjustment of 

0.074 percent for his utility sample and negative 0.37 percent for his 

unregulated industrials. 

Please describe the differences in the way that you conducted your 

CAPM analysis and the way that Dr. Avera conducted his? 

As noted above, there are two main differences between Dr. Avera’s 

CAPM analysis and mine. The first difference involves Dr. Avera’s use of 
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a 4.50 percent one month average of the higher yields of 30-year Treasury 

bonds as opposed to the more recent 8-week average yields of a 5-year 

Treasury instrument that I relied on for the risk-free rate of return. The 

second difference involves his market risk premium. Dr. Avera’s market 

risk premium is the 12.8 percent sum of yields and growth rates of S&P 

500 dividend paying firms recorded on January 28, 201 I and February 23, 

201 1 respectively minus the aforementioned 4.50 percent risk free rate, 

used by Dr. Avera, as opposed to the SBBl data that I relied on that 

encompassed a much broader period of the U.S. economy between 1926 

and 2010. Dr. Avera’s method results in a market risk premium of 8.30 

percent (12.80% - 4.50% = 8.30%) as opposed to my risk premiums of 

4.50 percent and 6.40 percent based on a geometric and arithmetic mean 

respectively. 

Q. 

A. 

Please compare the differences in the risk free rates that you and Dr. 

Avera relied on. 

Dr. Avera’s risk free rate is 4.50 percent as opposed to my risk free rate of 

0.97 percent. As I noted earlier in my testimony, I believe a 5-year 

treasury instrument is more appropriate since Arizona utilities generally 

apply for rates every three to five years on average. Dr. Avera’s chosen 

30-year Treasury bond instrument is currently yielding 3.01 percent 

(Attachment C). 
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Q. 

4. 

Q. 

4. 

Q. 

A. 

... 

Did Dr. Avera use the same Value Line betas that you used in your 

CAPM analysis? 

Yes. However, Dr. Avera’s utility sample had an average Value Line beta 

of 0.74 as opposed to my average Value Line beta of 0.75 (using a 

sample that excluded Pinnacle West Capital Corporation). Dr. Avera’s 

beta for unregulated industrials was 0.71. 

What is the beta of Pinnacle West Capital Corporation, the parent of 

APS? 

Pinnacle West Capital Corporation has a Value Line beta of 0.70 which is 

lower than Dr. Avera’s average utility sample beta of 0.74 and my average 

beta of 0.75. This indicates that APS’ parent company is not as risky as 

the average of our respective sample electric utilities. 

How did Dr. Avera arrive at his final 11.00 percent cost of equity 

capital for APS? 

Dr. Avera’s final cost of equity estimate of 11 .OO percent falls within the 

9.50 percent to 12.50 percent range of results obtained from his DCF and 

CAPM models using two sample groups comprised of regulated electric 

utilities and unregulated industrials. 
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Q. 

4. 

Q. 

4. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of Dr. Avera or any other witness for APS 

constitute your acceptance of their positions on such issues, 

matters or findings? 

No, it does not. 

Does this conclude your testimony on APS? 

Yes, it does. 
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EDUCATION: 

Qualifications of William A. Rigsby, CRRA 

University of Phoenix 
Master of Business Administration, Emphasis in Accounting, 1993 

Arizona State University 
College of Business 
Bachelor of Science, Finance, 1990 

Mesa Community College 
Associate of Applied Science, Banking and Finance, 1986 

Society of Utility and Regulatory Financial Analysts 
38th Annual Financial Forum and CRRA Examination 
Georgetown University Conference Center, Washington D.C. 
Awarded the Certified Rate of Return Analyst designation 
after successfully completing SURFAs CRRA examination. 

Michigan State University 
Institute of Public Utilities 
N.A.R.U.C. Annual Regulatory Studies Program, 1997 & I  999 

Florida State University 
Center for Professional Development & Public Service 
N.A.R.U.C. Annual Western Utility Rate School, 1996 

EXPERIENCE: Public Utilities Analyst V 
Residential Utility Consumer Office 
Phoenix, Arizona 
April 2001 - Present 

Senior Rate Analyst 
Accounting & Rates - Financial Analysis Unit 
Arizona Corporation Commission, Utilities Division 
Phoenix, Arizona 
July 1999 - April 2001 

Senior Rate Analyst 
Residential Utility Consumer Office 
Phoenix, Arizona 
December 1997 - July 1999 

Utilities Auditor II and I l l  
Accounting & Rates - Revenue Requirements Analysis Unit 
Arizona Corporation Commission, Utilities Division 
Phoenix, Arizona 
October 1994 - November 1997 

Tax Examiner Technician I / Revenue Auditor I1 
Arizona Department of Revenue 
Transaction Privilege / Corporate Income Tax Audit Units 
Phoenix, Arizona 
July 1991 - October 1994 



Appendix I 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utility Company Docket No. Type of Proceedinq 

ICR Water Users Association U-2824-94-389 Original CC&N 

Rincon Water Company U-I 723-95-1 22 Rate Increase 

Ash Fork Development 
Association, Inc. E-I 004-95-1 24 Rate Increase 

Parker Lakeview Estates 
Homeowners Association, Inc. U-I 853-95-328 Rate Increase 

Mirabell Water Company, Inc. U-2 368-95-449 Rate Increase 

Bonita Creek Land and 
Homeowner’s Association u-2195-95-494 Rate Increase 

Pineview Land & 
Water Company U-I 676-96-161 Rate Increase 

Pineview Land & 
Water Company U-1 676-96-352 Financing 

Montezuma Estates 
Property Owners Association U-2064-96-465 Rate Increase 

Houghland Water Company U-2338-96-603 et a1 Rate Increase 

Sunrise Vistas Utilities 
Company -Water Division U-2625-97-074 Rate Increase 

Sunrise Vistas Utilities 
Company - Sewer Division U-2625-97-075 Rate Increase 

Holiday Enterprises, Inc. 
dba Holiday Water Company 

Gardener Water Company U-2373-97-499 

U-I 896-97-302 Rate Increase 

Rate Increase 

Cienega Water Company W-2034-97-473 Rate Increase 

Rincon Water Company 
FinancingIAuth 
To lssue Stock W-I 723-97-41 4 

Vail Water Company W-O1651A-97-0539 et al Rate Increase 

Bermuda Water Company, Inc. W-01812A-98-0390 Rate Increase 

Bella Vista Water Company W-02465A-98-0458 Rate Increase 

Pima Utility Company SW-02199A-98-0578 Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.2 

Utilitv Companv 

Pineview Water Company 

I.M. Water Company, Inc. 

Marana Water Service, Inc. 

Tonto Hills Utility Company 

New Life Trust, Inc. 
dba Dateland Utilities 

GTE California, Inc. 

Citizens Utilities Rural Company, Inc. 

MCO Properties, Inc. 

American States Water Company 

Arizona-American Water Company 

Arizona Electric Power Cooperative 

360networks (USA) Inc. 

Beardsley Water Company, Inc. 

Mirabell Water Company 

Rio Verde Utilities, Inc. 

Arizona Water Company 

Loma Linda Estates, Inc. 

Arizona Water Company 

Mountain Pass Utility Company 

Picacho Sewer Company 

Picacho Water Company 

Ridgeview Utility Company 

Green Valley Water Company 

Bella Vista Water Company 

Arizona Water Company 

Docket No. 

W-01676A-99-0261 

W-02191A-99-0415 

W-01493A-99-0398 

W-02483A-99-0558 

W-03537A-99-0530 

T-01954B-99-0511 

T-01846B-99-0511 

W-02113A-00-0233 

W-02113A-00-0233 

W-01303A-00-0327 

E-01773A-00-0227 

T-03777A-00-0575 

W-02074A-00-0482 

W-02368A-00-0461 

WS-02156A-00-0321 et al 

W-01445A-00-0749 

W-0221114-00-0975 

W-01445A-00-0962 

SW-03841A-01-0166 

SW-03709A-01-0165 

W-03528A-01-0169 

W-03861A-01-0167 

W-02025A-0 1 -0559 

W-02465A-01-0776 

W-01445A-02-0619 

Tvpe of Proceeding 

WIFA Financing 

Financing 

WIFA Financing 

WIFA Financing 

Financing 

Sale of Assets 

Sale of Assets 

Reorganization 

Reorganization 

Financing 

Financing 

Financing 

WIFA Financing 

WIFA Financing 

Rate Increase/ 
Financing 

Financing 

Rate Increase 

Rate Increase 

Financing 

Financing 

Financing 

Financing 

Rate lncreas 

Rate Increase 

Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Companv 

Arizona-American Water Company 

Arizona Public Service Company 

Rio Rico Utilities, Inc. 

Qwest Corporation 

Chaparral City Water Company 

Arizona Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Arizona-American Water Company 

Black Mountain Sewer Corporation 

Far West Water & Sewer Company 

Gold Canyon Sewer Company 

Arizona Public Service Company 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

UNS Gas, Inc. 

Arizona-American Water Company 

UNS Electric, Inc. 

Arizona-American Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Chaparral City Water Company 

Arizona Public Service Company 

Johnson Utilities, LLC 

Arizona-American Water Company 

Docket No. 

W-01303A-02-0867 et al. 

E-01345A-03-0437 

WS-02676A-03-0434 

T-0 1051 6-03-0454 

W-02113A-04-0616 

W-01445A-04-0650 

E-01933A-04-0408 

G-01551A-04-0876 

W-01303A-05-0405 

SW-02361 A-05-0657 

WS-03478A-05-080 1 

SW-02519A-06-0015 

E-01345A-05-0816 

W-01303A-05-0718 

W-01303A-05-0405 

W-01303A-06-0014 

G-04204A-06-0463 

WS-0 1 303A-06-049 1 

E-04204A-06-0783 

W-01303A-07-0209 

E-01933A-07-0402 

G-01551A-07-0504 

W-02113A-07-0551 

E-01345A-08-0172 

WS-02987A-08-0180 

W-01303A-08-0227 et al. 

Tvpe of Proceeding 

Rate Increase 

Rate Increase 

Rate Increase 

Renewed Price Cap 

Rate Increase 

Rate Increase 

Rate Review 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Transaction Approval 

ACRM Filing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv ComDanv 

UNS Gas, Inc. 

Arizona Water Company 

Far West Water & Sewer Company 

Black Mountain Sewer Corporation 

Global Utilities 

Litchfield Park Service Company 

UNS Electric, Inc. 

Rio Rico Utilities, Inc. 

Arizona-American Water Company 

Bella Vista Water Company 

Chaparral City Water Company 

Qwest Communications International 

Qwest Communications International 

CenturyLink, Inc. 

Southwest Gas Corporation 

Arizona-American Water Company 

Arizona-American Water Company 

Bermuda Water Company, Inc. 

UNS Gas, Inc. 

Docket No. 

6-04204A-08-0571 

W-01445A-08-0440 

WS-03478A-08-0608 

SW-02361 A-08-0609 

SW-02445A-09-0077 et al. 

SW-01428A-09-0104 et al. 

E-04204A-09-0206 

WS-02676A-08-09-0257 

W-01303A-09-0343 

W-02465A-09-0411 et al. 

W-02113A-10-0309 

T-04190A-10-0194 et al. 

T-04190A-10-0194 et al. 

T-04190A-10-0194 et al. 

G-O1551A-10-0458 

W-01303A-10-0448 

W-01303A-11-0101 

W-0 1 8 1 2A-10-052 1 

G-04204A-11-0158 

Tvpe of Proceeding 

Rate Increase 

Rate Increase 

Interim Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Reorganization 

Merger 

Merger 

Merger 

Rate Increase 

Rate Increase 

Reorganization 

Rate Increase 

Rate Increase 
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48.5% 

November 4,2011 ELECTRIC UTILITY (WEST) INDUSTRY 

49.0% Common Equity Ratio 49.5% 

2236 

640 
6.5% 

10.0% 
10.0% 
4.0% 
60% 

Bold fi 

All of the major electric utilities located in the 
western region of the United States are reviewed 
in this Issue; eastern electrics, in Issue 1; and the 
remaining utilities, in Issue 5. 

In this Issue, we present our rankings of regula- 
tory climates. We have made one change from the 
previous table, and some other rankings bear 
watching. 

Electric utility stocks are known for their rela- 
tive outperformance when the broader market 
averages are down, and 2011 has illustrated this. 

Ranking The Regulators 
Occasionally, we show a list of each state's regulatory 

climate, plus tha t  of the District of Columbia and the 
Federal Energy Regulatory Commission (FERC). Even 
in states tha t  have undergone partial deregulation of the 
electric industry, the distribution function is still under 
the oversight of the regulatory commission. So, this is 
relevant for every electric utility equity under our cov- 
erage. This has become even more important in recent 
years because rate applications are on the rise. Some 
companies, such as Great Plains Energy and Duke 
Energy, have completed or are building large capital 
projects tha t  need to be placed in the rate base. Others, 
such as Avista Energy and Ameren, are filing more 
frequently in order to reduce the effects of regulatory lag 
(Le., rising costs tha t  aren't reflected in customers' 
rates). 

It is important to understand tha t  our rankings don't 
just  look at regulatory commissions. Other aspects of 
government, such as the governor, attorney general, 
legislature, and courts are also considered. 

The following listing excludes Alaska, Maine, Ne- 
braska, Rhode Island, Tennessee, and Utah. This is 
either because there is little or no presence of investor- 
owned electric companies or because the state's investor- 
owned electric utilities are subsidiaries of foreign com- 
panies that we do not cover. 

Above Average: Alabama, Colorado, Idaho, Indiana, 
Massachusetts, Ohio, South Carolina, South Dakota, 
Wisconsin. FERC. 

680 Net Plant ($bill) 780 

10.0% Return on Shr. Equity 10.5% 
f0,0% Return on Corn Equity f0.5% 
4.0% Retained to Com Eq 4.5% 
61% All Div'ds to Net Prof 59% 

Avg Ann'l Pb Ratio 13.5 

6.5% Return on Total Cap'l 7.0% 

ures are 

Average: Arizona, California, Delaware, District of 
Columbia, Florida, Georgia, Hawaii, Iowa, Kansas, Ken- 
tucky, Louisiana, Michigan, Minnesota, Mississippi, 

v a d  tine 

INDUSTRY TIMELINESS: 27 (of 98) 
Missouri, Montana, Nevada, New Hampshire, New Jer- 
sey, New Mexico, North Carolina, North Dakota, Okla- 
homa, Pennsylvania, Texas, Virginia, Washington, Wyo- 
ming. 

Below Average: Arkansas, Connecticut, Illinois, Mary- 
land, New York, Oregon, Vermont, West Virginia. 

We have raised South Carolina from Average to Above 
Average. The state's Base Load Review Act enables 
utilities to recover construction work in progress for 
base-load generating facilities. Without this law, SCA- 
NAs electric utility subsidiary, South Carolina Electric 
& Gas, would not be building two nuclear units. We are 
also considering raising Oregon's regulatory climate to 
Average. The state government took a positive step 
earlier this year when it  rescinded a tax law that was 
unique to utilities in the state. 

We have not lowered any rankings, but are looking at 
Massachusetts and FERC. In Massachusetts, the pro- 
posed merger between NSTAR and Northeast Utilities 
has become highly politicized. If the deal fails to win 
regulatory approval, we will probably lower the regula- 
tory climate a notch. For several years, FERC has 
granted very healthy returns on equity for transmission 
investment in order to encourage utilities to boost their 
spending on electric transmission. However, the ques- 
tion has been raised (by the payers of transmission 
rates) of whether the incentives are too generous. We 
won't consider cutting FERC's ranking unless it starts 
cutting the allowed ROES for transmission. This is of 
special concern to ITC Holdings, the sole publicly traded 
transmission-only utility. 

Conclusion 
Electric utility stocks are known for outperforming the 

broader market averages in a down market. So far in 
2011, this has proven to be the case. The Value Line 
Geometric Average is down 12% this year, while the 
Value Line Utility Average is up 2%. When dividends are 
considered, the relative outperformance of this group is 
even greater. This had made the equities in this industry 
relatively less attractive, however. In  fact, some issues, 
such as Pinnacle West, are trading around the middle of 
their 2014-2016 Target Price Range. For a utility stock, 
this is often a sign that it has become overvalued. 

Paul E. Debbas, CFA 
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2011 I 20121 114-16 
320 1 335 1 Revenues ($bill) I 385 

COMPOSITE OPERATING STATISTICS: ELECTRIC UTILITY INDUSTRY 

2008 2009 2010 

% Change Retail Sales (kwh) -1.1 -5.4 t3.6 

Average Indust. Use (mwh) 1529 1446 1530 

Avg. Indust. Revs. per kwh ($) 6.66 6.46 6.56 

Capacity at Peak (mw) NA NA NA 

Peak Load, Summer (mw) NA NA NA 

Annual Load Factor (%) NA NA NA 

% Change Customers (yr.-end) +.I -.2 91.6 

Fixed Charge Coverage (%) 31 1 280 305 

Sources: Annual Reports; Estimates, Value Line; Edison Electric Institute 
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All of the major electric utilities located in the 

central region of the United States are reviewed in 
this Issue; eastern electrics, in Issue 1; and the 
remaining utilities, in Issue 11. 

Last month, the Edison Electric Institute spoke 
about various issues that the electric utility indus- 
try is facing. We discuss the industry’s concerns. 

affected electric utilities so far this year. 

Electric utility stocks have outperformed the 
broader market averages, and have been less vola- 
tile, during the market turmoil of the past several 
weeks. 

What’s On EEI’s Mind 
The Edison Electric Institute (EEI), a n  industry group 

representing investor-owned electric utilities, made a 
presentation to security analysts last month. I t  is prob- 
ably not surprising tha t  the industry is facing issues 
such as more stringent rules from the U S .  Environmen- 
tal  Protection Agency. On the other hand, investors 
might be surprised to learn tha t  the Dodd-Frank law, 
which is targeted for commercial banks, might wind up 
affecting utilities, too. 

Capital spending is increasing. The expenditures of 
investor-owned electric utilities are projected at over $80 
billion a year from 20 11 through 201 5. (As recently as in 
2005, this figure was below $50 billion.) Over the next 20 
years, EEI projects that  the industry will spend $1.5 
trillion-$2.0 trillion on infrastructure, some $200 billion 
of which will be used to address environmental issues. 

This increase is occurring even though the industry is 
no longer seeing the demand growth tha t  it did not too 
long ago. The ongoing sluggishness of the economy is one 
factor. Conservation measures and the increased energy 
efficiency of appliances are another. What’s more, as 
electric rates are raised to recover higher expenses and 
place capital projects in the rate base, some price elas- 
ticity is evident. 

The Dodd-Frank Act, which was enacted in 2010, 
might also wind up affecting utilities, which trade in 
power and gas. Many rules will be finalized in 2012 by 
the U S .  Commodity Futures Trading Commission. 
Among these are the rules for swaps and swap dealers. 
If utilities are treated as “dealers,” this would cause 
compliance burdens for the industry. EEI is asking for 

Composite Statistics: Electric Utility Industry 

We note the ways in which the weather has 

2007 2008 2009 2010 2011 2012 14-1 6 
341.6 363.6 321.0 329.2 335 Revenues ($bill) 
27.4 27.7 27.7 30.1 23.0 3f.O Net Profit (Sbill) 37.0 

33.1% 33.5% 32.2% 34.2% 34.0% 34.5% Income Tax Rate 34.5% 
6.3% 7.8% 9.2% 8.7% 7.0% 7.0% AFUDC % to Net Profit 6.0% 

I 50.0% 50.9% 1 53.6% I 52.4% I 52.2% I 51.0% I 50.5% 1 LongTerm Debt Ratio 
48.0% 1 45.4% I 46.6% I 47.0% I 48.5% 1 49.0% I Common Equity Ratio I 49.5% 
467.8 1 514.0 I 554.1 I 585.7 I 575 1 605 I Total Capital (Sbill) I 695 

I INDUSTRY TIMELINESS: 5 (of 98) I 
a n  end-user exemption tha t  would prevent utilities from 
having to post margin requirements for transactions. 

In July, the Federal Energy Regulatory Commission 
(FERC) issued a rule concerning electric transmission. 
Planning and cost allocation have been thorny issues for 
a while. FERC is trying to encourage competition for 
transmission projects, although the incumbent utilities 
will still have the right of first refusal for certain 
projects. Regional transmission organizations will have 
to apply the new rules. This is of particular interest for 
ITC Holdings, the  sole publicly traded transmission- 
only utility. 
Weather Impacts 

The weather always affects electric utilities, but this 
year has seen some more significant impacts than usual. 
Hurricane Irene caused power outages for millions of 
customers, and hurricane season is not yet over. Most 
notably, the service territory of Empire District Electric 
was devastated by a tornado tha t  hit Joplin, Missouri in 
May. Initially, the loss of load didn’t hurt results much 
(due in part  to hotter-than-normal summer weather), 
but that’s not to say tha t  there won’t eventually be any 
impact. 

Many parts of the United States experienced summer 
weather conditions tha t  were much hotter than normal. 
Earnings a t  OGE Energy, the parent company of Okla- 
homa Gas and Electric, will benefit from favorable 
weather patterns in 2011. Other utilities are likely to 
post strong third-quarter profits, too. 

Flooding in the Midwest will prevent Kansas City 
Power & Light, the largest subsidiary of Great Plains 
Energy, from receiving as much coal as usual. Thus, the 
utility will have to use more-costly sources of power (and 
doesn’t have a fuel adjustment mechanism in Missouri). 
This will hurt  its profits in the second half of 2011. 
Conclusion 

Electric utility stocks have long been known for their 
defensive characteristics, and this has been evident of 
late. When the market experienced wide day-to-day 
swings in August, utility stocks weren’t as volatile as the 
overall market. So far in 2011, the Value Line Utility 
Average is relatively unchanged, while the Value Line 
Composite Average has decreased 14%. Most electric 
utility stocks offer attractive dividend yields, but we 
caution investors t ha t  many are trading within their 
2014-2016 Target Price Range. 

Paul E. Debbas, CFA 
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640.1 640 680 Net Plant ($bill) 

ELECTRIC UTILITY - (EAST) INDUSTRY 

10.5% 
10.6% 
4.2% 

137 

10.7% 10.0% 10.0% Return on Shr. Equity 
10.8% 10.0% 10.0% Return on Corn Equity 
4.5% 4.0% 4.0% Retained to Corn Eq 

All the major utilities in the eastern region of 
the U.S. are reviewed in this Issue. Those serving 
the central region will be found in Issue 5. All of 
the western providers are covered in Issue 11. 

Needless to say, it's been a tumultuous couple of 
months for equity market investors. A slew of 
mixed economic and political data has sent stocks 
on a roller coaster ride, including a series of 300+ 
point swings on the Dow Jones Industrial Average 
in early August. During these volatile times, inves- 
tors tend to seek out safe havens for their money, 
which as far as equities are concerned, usually 
leads them to the utility sector. The industry's 
relative stability has been highlighted consider- 
ably over the past twelve months. Year-to-date, the 
Value Line Utility Average has remained relatively 
flat, rising a modest .3%, while the Value Line 
Geometric Average is down 12.1%. 

In this report, we touch on pending merger & 
acquisition activity among Issue 1 utilities. We 
also point out some attractive dividend plays for 
investors seeking income. 

MergerIAcquisition Updates 

ProgresdDuke: Duke Energy's $14 billion buyout of 
rival Progress Energy remains scheduled for a late-201 1 
completion. The combination recently gained regulatory 
approval in Kentucky but still needs clearance from the 
commissions in North Carolina and South Carolina. 
Shareholder votes for both companies were to be held 
shortly after this issue went to press. As mentioned in 
previous reports, a successful completion would create 
the largest electric utility in the United States based on 
customers served (about 7.1 million). 
NortheasmSTAR: Northeast Utilities $4.5 billion ac- 
quisition of NSTAR appears to be hitting a few speed 
bumps. Although each company's shareholders and the 
Federal Energy Regulatory Commission have approved 
the deal, gaining state approvals appears to be a bit 
more challenging. Political opposition has raised con- 
cerns in Massachusetts, while uncertainty regarding 
jurisdiction issues in Connecticut has done the same. 
Even with all of this, the companies remain optimistic 
that  the deal will be completed sometime during the 
fourth quarter of 201 1. 
ExelodConstellation: Exelon Corp's $7.9 billion bid to 
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acquire Constellation Energy is currently pending. The 
deal must still be approved by each company's respective 
shareholders, the Federal Energy Regulatory Commis- 
sion, the Nuclear Regulatory Commission. as well as 
state regulators in Maryland and New York. However, 
the situation in Maryland has become somewhat worri- 
some in the early stages, as intervenors are asking for 
much larger concessions than Exelon has agreed to 
provide. Despite this, the companies are still targeting 
a n  early-2012 completion. 
Central VermonUGaz Metro: Central krmont has 
entered into a definitive agreement to be acquired by 
Canadian-based Gaz Metro Limited for $35.25 a share, 
terminating its previous $35.10-a-share agreement with 
Fortis Inc. The offer from Gaz Metro represented a 45% 
premium over C V s  closing price prior to the announce- 
ment with Fortis. The deal is still subject to regulatory 
and shareholder approvals. 

Dividends 

At present, stocks in the Electric Utility industry are 
yielding 4.4% on average, well above the Value Line 
Investment Survey average (2.3%). Income-oriented in- 
vestors should have little trouble finding attractive 
options within the group. In Issue 1, several are cur- 
rently returning over 5% annually: Pepo Holdings 
(5.7%), DukeEnergy(5.5%), Progress Energy(5.3%), UIL 
Holdings (5.3%). FirstEnergy (5.2%), PPL Corp. (5.2%), 
and SCANA Corp. (5.1%). 

Conclusion 

As mentioned earlier, the Value Line Utility Average 
continues to outperform the Value Line Geometric Aver- 
age year to date. Due to the weakened economic envi- 
ronment, we believe investors will likely continue to 
flock to utility stocks in the near term for their relative 
stability and high dividend yields. That said, it is worth 
mentioning tha t  the utility industry's positive perfor- 
mance relative to the broader market has  raised prices 
so much tha t  several stocks are not trading within or 
near their projected 3- to 5-year Target Price Ranges. 
This often indicates tha t  valuations may be a bit on the 
high side. 

Michael Ratty 

COMPOSITE OPERATING STATISTICS: ELECTRIC UTILITY INDUSTRY 

2008 2009 2010 

% Change Retail Sales (kwh) -1 .I -5.4 t3.6 

Average Indust. Use (mwh) 1529 1446 1530 

Avg. Indust. Revs. per kwh ($) 6.66 6.46 6.56 

Regulated Cap. at Peak (mw) NA NA NA 

Peak Load, Summer (mw) NA NA NA 

Annual Load Factor (%) NA NA NA 

% Change Customers (yr.-end) +.I -2 91.6 

Fixed Charge Coverage (%) 311 280 305 

Sources: Annual Reports; Estimates, Value Line; Edison Electric Institute 
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BUSINESS: Arneren Cow. is a holding company formed through 
the merger of Union Electric and CIPSCO. Acquired CILCORP 

mal, 66%; nuclear, 9%; hydro, 2%; gas, 1%; purchased, 2 
costs: 41% of revenues. '10 reported depreciation rates: 

1/03: Illinois Power 10104. Has 1.2 million electric and 127,000 gas 
customers in Missouri; 1.2 million electric and 81 1,000 gas custom- 
ers in Illinois. Electric revenue breakdown: residential, 48%: mm- 
mercial, 31%; industrial, 10%; other, 11%. Generating sources: 

Ameren has received an electric rate 
increase in Missouri. The state commis- 
sion granted the utility a tariff hike of 
$173 million, based on a 10.2% return on a 
52.2% common-equity ratio. Disappoint- 
ingly, $89 million of capital investment 
was disallowed. Ameren has appealed this 
to the state Court of Appeals. (This will 
cause a nonrecurring charge, estimated at 
$0.23 a share, in the third quarter.) New 
rates took effect a t  the end of July. 
Electric and gas rate requests are 
pending in Illinois. Ameren is seeking 
an electric hike of $39 million, based on an 
11% return on equity, and a gas increase 
of $50 million, based on a 10.75% ROE. 
The requested common-equity ratio is 
52.87%. The staff of the Illinois Commerce 
Commission (ICC) is recommending a total 
(electric and gas) increase of $31 million, 
and the state attorney general and Citi- 
zens Utility Board are proposing a total 
decrease of $2 million. The ICCs order is 
due in January, with new rates taking ef- 
fect shortly thereafter. 
Earnings are probably headed down 
this year. An unusually large number of 
storms hurt profits in the first half of 

1 14-16 
32.51 
6.50 
2.56 
1.54 
5.75 

36.00 
256.00 

12.5 
.a5 

5.0% 
8300 
650 

37.0% 
7.0% 

45.5% 
53.5% 
1 7200 
19800 
5.5% 
7.0% 
7.0% 
2.5% 
61% 

b. Fuel 
%-4%. 

- 
- 
__ 

- 
__ 

- 

__ 

- 

- 

Has 9,800 employees. Chairman, President 8 CEO Thomas R. 
Voss. Incorporated: Missouri. Address: One Ameren Plaza, 1901 
Chwteau Avenue, P.O. Box 66149, St. Louis, Missouri 63166- 
6149. Tel.: 314-621-3222. Internet: www.arneren.com. 

201 1. Kilowatt-hour sales were running 
lower than expected, until an unusually 
hot summer offset this somewhat. Margins 
are under pressure at Arneren's merchant 
generation subsidiary, due to  weak power 
prices and rising coal Costs. Our 2011 
share-net estimate of $2.40 is within 
Ameren's guidance of $2.30-$2.55. 
We look for flat earnings in 2012. We 
figure that improvement at the utility op- 
erations (thanks largely to rate relief) will 
offset another decline in income at the 
nonregulated side of the business. 
Ameren has announced its strategy 
for dealing with more stringent EPA 
rules for coal plants. The company will 
reduce its capital budget by $700 million 
by switching to lower-sulfur coal. This will 
increase its operating expenses, however. 
We do not recommend this stock. The 
dividend is above the utility average, but 
by less than a percentage point. In our 
view, this is not enough to compensate in- 
vestors for a lack of dividend growth po- 
tential. With the stock trading near the 
middle of our 2014-2016 Target Price 
Range, total return potential is unexciting. 
Paul E. Debbas, CFA SeDtember 23. 2011 
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Trailing: 12.0 RELATIVE 
RECENT 37.1 3 /ZIO 11.5(Meciian: 13.0) PLMTIO 

0.8 1 43.1 51.2 I 49.1 36.5 I 
AMERICAN ELEC, PWR, NYSE-~EP /PRICE 

2014.16 P m  

0 N D J F M A M J 
oauy 0 0 0 0 0 0 0 0 0  
3ptionr 0 0 0 0 0 0 0 0 0  

0 0 0 0 0 0 0 0 0  
Institutional Dec is ions  1 

’**-.r 
IQZOiO iQ2011 2p1011 Dprrpn, , c . .  , rl”-l.. .“ 

tDBUY 241 235 236 shares 10. 
bsdl 229 236 233 traded 5 . 
Hld’a(OO0) 316321 315480 318229 
American Electric Power acquired Central 
and South West Corporation (CSW) in 
2000. CSW common stockholders received 
D.6 of an AEP common share for each of 
their shares, for a total of $4.5 billion. The 
transaction was effected under pooling-of- 
interests accounting tules. 
CAPITAL STRUCTURE as of 6/30/11 
Total Debt $18274 mill. Due in  5 Yrs $7332 mill. 
LT Debt $15564 mill. 
Incl. $1703 mill. securitized bonds. 
(LT interest earned: 3.3~) 

Leases, Uncapitalized Annual rentals $306 mill 

Pension Assets-12/10 $3.86 bill. 
Oblig. $4.81 bill. 

Pfd Stock $61 mill. 
607,044 shs. 4%-5%. cumulative, callable at $102- 
$110. 

LT Interest $856 mill. 

Pfd Div’d $3 mill. 

Common Stock 482,273,829 shs. 
as of 7/28/11 

MARKET CAP: $18 billion (Large Cap) 

ELECTRIC OPERATING STATISTICS 
2nna zoo9 - - - - -. . . 

% &an e Retail Sales w) -.l -6.4 
Avg. idst. Use (MWH NA NA 
Avg. indust. Revs r h ($) 5.08 4.83 
bDaciimtpea&\ NA NA 

- 

2010 
t4.5 

NA 
4.95 

NA 
NA 
NA 
NA 

Fried Chap COY. (X) 
ANNUAL RATES 
of change (persh) 
Revenues 
“Cash Flow” 
Earnings 
Dividends 
Book Value 

- 
Past 

10Yrs. 
-1.5% 
1 .O% 
2.5% 

-3.5% 
1 .O% 

244 265 257 
Past Est’d ’08-’IO 
SYr5. to’14216 
-2.0% 4.0% 
2.0% 3.5% 
2.0% 4.5% 
2.0% 4.0% 
5.0% 4.5% 

Gal- QUARTERLY REVENUES ($mill.) FUII 
endar M a r 3  Jun.30 Sep.30 Dec.31 Year 
2008 I 3467 3546 4191 3236 14440 
2009 3458 3202 3547 3282 13489 
2010 3569 3360 4064 3434 14427 
2011 3730 3609 4311 3650 15300 
2012 3900 3900 4500 3900 16200 

Gal- EARNINGS PER SHARE A FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 1.02 .70 .93 .34 2.99 
2009 .89 .68 .93 .49 2.97 
2010 .72 .35 1.16 .37 2.60 
2011 .83 .73 1.14 .45 3.15 
2012 .90 .80 1.10 .45 3.25 
Gal- QUARTERLY DIVIDENDS PAID FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 .39 3 9  .39 .41 1.58 
2008 .41 .41 .41 .41 1.64 
2009 .41 .41 .41 .41 1.64 
2010 .41 .42 .42 .46 1.71 
2011 .46 .46 .46 

3.27 I 2.86 I 2.53 1 2.61 1 2.64 I 2.86 
2.40 I 2.40 I 1.65 1 1.40 I 1.42 I 1.50 
5.69-1 5.08 I 3.44 I 4.28 I 6.11 I 8.89 

25.54 20.85 19.93 21.32 23.08 23.73 
322.24 338.84 395.02 395.86 393.72 396.67 

13.9 12.7 10.7 12.4 13.7 12.9 
.71 I .69 1 6 1  I .66 1 .73 I .70 

61257 14555 14545 14057 12111 I 12622 

5.3% 6.6% 6.1% 4.3% 3.9% 4.1% 

1063.0 976.0 984.0 1038.0 1036.0 1131.0 

3.8% 3.6% 5.4% 9.9% 
36.0% 25.2% 38.8% 33.1% 29.3% 33.0% 

54.6% 56.0% 60.6% 56.2% 54.8% 56.7% 

12.8% I 13.7% I 12.4% 1 12.2% I 11.3% 1 12.0% 
3.4% I 2.4% I 4.5% I 5.7% I 5.2% I 5.7% 
74% 82% 64% 54% 54% 53% 

BUSINESS: American Electric Power Compar 
throuah 10 meratina utilities, serves about 5.3 mill 

41.7 I 25.5 1 24.0 1 
0.8618 

Target Pr ice  Range 
2014 I2015 12016 

.. 

Avg Ann’l Div‘d Yield 4.5% 

I 19500 13380 1 14440 I 13489 I 14427 I 15300 I 16200 IRevenues($mill) 
1147.0 1208.0 1365.0 1248.0 f520 1590 Net Profit /$mill) 1910 
31.1% 31.3% 29.7% 34.8% 35.0% 35.0% IncomeTax Rate 35.0% 

9.8% 9.9% 10.9% 10.4% 11.0% 11.0% AFUDC%toNetProfit fO.O% 
58.3% 59.1% 54.4% 53.1% 52.0% 51.5% Lons-Term Debt Ratio 49.5% 
41.4% 1 40.7% I 45.4% I 46.7% I 47.5% 1 48.5% ICoimonEquity Ratio 
24342 I 26290 I 28958 I 29184 I 30f50 1 31450 ITotal Capital [$mill) 

I 50.5% 
I 35800 . .  

29870 1 32987 I 34344 I 35674 I 36725 I 38000 I Net Plant ($mill) I 41800 
6.3% 1 6.2% I 6.2% I 5.7% I 6.5% I 6.5% IRetum on Total Cap’l I 7.0% 

11.3% 11.2% 10.3% 9.1% 10.5% 10.5% Return onShr.Equity 10.5% 
11.4% 11.3% 10.4% 9.1% 10.5% 10.5% Return on Coin Equity E 10.5% 
5.1% 5.1% 4.6% 3.1% 4.5% 4.5% Retained to CcinEq 5.0% 
55% 55% 56% 66% 59% 58% AllDiv’ds toNetProf 55% 
Inc. (AEP). Holdings (British utility) ‘01: sold SEEBOARD (British utility) ‘02; 
i customers in sold Houston Pipeline ‘05. Generatinq sources not available. Fuel 

Arkansas, Kentucky: Indiana, Louisiana, Michigan, Ohio, Oklahc- 
ma, Tennessee, Texas, Virginia, and West Virginia. Electric reve 
nue breakdown: residential, 37%; commercial, 25%; industrial. 
21%; wholesale, 14%; other, 3%. Sold 50% stake in Yorkshire 

American Electric Power is facing sig- 
nificant upgrades and asset retire- 
ments stemmine from new EPA rules 

costs: 35% of revenues. ‘10 deprecrate: 3.3%. Has 18,700 em- 
ployees. Chairman & CEO: Michael G. Morris. President: Nicholas 
K. Akins. Inc.: New York. Address: I Riverside Plaza, Columbus, 
Ohio 432152373. Tel.: 614-716-1000. Internet: www.aep.com. 

affecting coal-fi&d generating plants. 
In early June, AEP announced its expect- 
ed compliance plan, which called for 
spending $6 billion-$8 billion through the 
end of the decade. The company would up- 
grade some plants. retire nearly 6,000 
megawatts of capacity, convert 1,070 mw 
of coal-fired units to  use gas, and construct 
1,220 mw of gas-fired generation. Most of 
these expenditures would be recoverable 
in customers’ rates, depending upon what 
happens in Ohio (see below). AEP won’t fi- 
nalize its plans until after the EPA issues 
a rule in November dealing with mercury 
emissions. Until the company’s plans are 
set, our capital spending estimates and 
projections won’t reflect the new spending. 
AEP has reached a regulatory settle- 
ment for generation in Ohio. The 
agreement, which has some opposition and 
must still be approved by the Public Utili- 
ties Commission, calls for a gradual tran- 
sition to  market prices by 2015, with 
AEP’s generating plants being transferred 
to  a nonutilitv subsidiarv. This should 

mitigate the adverse effects of customer 
choice of energy suppliers, which is hurt- 
ing owners of generating plants in Ohio. 
Earnings should advance significantly 
in 2011, followed by a much smaller 
increase in 2012. The June-quarter com- 
parison was easy because the cost of a re- 
structuring program lowered share net by 
$0.39 in 2010. Ongoing rate relief is anoth- 
er plus for the bottom line. We raised our 
2011 profit estimate by $0.05 a share due 
to  an unusually hot summer. Our revised 
estimate remains within AEPs earnings 
target of $3.00-$3.20 a share. Our 2012 
forecast is still $3.25 a share. 
AEP is expecting a sizable payment in 
Texas. A state Supreme Court ruling will 
enable the company to recoup $42Q million 
that was denied by the state commission 
in 2006. With interest, the payment might 
be more than double this amount. AEP 
plans to  use the cash for debt retirement 
and capital spending. 
This timely stock has some appeal for 
utility investors. The yield is above the 
mean for electric companies. as is its 3- to 
5-year total return potential. 
Paul E. Debbas. CFA September 23. 2 O I I  
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I 

15.1 
10.5 

- 

- 
10.5 
4.4 

- 
16.9 
11.6 

- 

- 
20.2 
14.7 

- 

- 
17 3 
8 5  

2008 
32 71 
3 42 
130 

73 
2 95 
5 89 

34609 
11 3 

68 
5 0% 

11322 
447 0 

38 3% 
2 7% 

83 3% 
16 7% 
12218 
10296 
6.0% 

21 9% 
21.9% 
9 9% 
55% 

IY for 

- 

- 

- 

- 

- 

- 

__ 

- 

- 

- 
12.3 
9.7 

- 
SAFETY 3 Raised3131106 /""""'I[ - 0.79 x Dividends sh 

TECHNICAL 2 Raised 919)11 
BETA .W ll.M)=Marketl 0DtiCils: Yes 

, , , , divided R e l a ~ e  b $rice lnleres s~ength Rate I I i I I 
I 40 
! 32 

24 

16 
12 
10 
8 

e rete 

35 18 
3.69 
154 
150 
6 78 

22 24 
302.94 

__ 

~ _ _  
_ _  - 

10656 
446 9 
33 8% 
2 0% 

45 5% 
54 5 %  
12363 
11200 
5.2% 
6 6% 
6 6% 

2% 
97% 

BUSIf 

- 

- 

- 

- 

- 

- 
7- - 
- 

.... - . .. 

b.iiill 2006 

29.71 
3.47 
1.33 
5 0  

3.21 
4.96 

10.3 
.56 

4.4% 

9319.0 
432.0 

12.6% 
2.3% 

83.4% 
16.6% 
9358.0 
9204.0 

7.8% 
27.8% 
27.8% 
15.7% 

43% 

i holdi 

~ 

m 
~ 

- 

__ 

- 

- 

- 

- 

__ 

Price Gain Return 

k / I  I I I I I O N D J F M A M J  
lOBuy 0 0 0 0 0 1 0 0 0  
optimr 0 2 0 0 0 1 0 2 0  
toSell 0 3 0 0 0 1 0 3 1 
Institutional Decisions 

- 
,... . ..... 
29.82 
3.39 
1.17 
5 8  

3.45 
5.61 

322.72 
15.0 
.80 

3.9% 

9623.0 
399.0 

32.8% 
5.5% 

82.2% 
17.8% 
10174 

9740.0 
6.9% 

22.0% 
22.0% 
10.0% 

55% 
I comr: 

__ 

- 
__ 

- 
__ 

- 

- 

- 

- 

- 

....._ 

iiii 2004 
27.63 
2.56 
.61 
.40 

1.72 
3.59 

308.05 
17.8 
.94 

3.7% 

8510.4 
205.7 

40.2% 
1.9% 

86.7% 
13.3% 
8298.5 
8186.4 

6.8% 
18.6% 
18.6% 
7.5% 
60% 

- 

~ 

- 

- 

- 

- 

- 

_........ 

@ 2005 
31.33 
2.72 
6 7  
.40 

2.23 
4.18 

310.33 
19.1 
1.02 

3.1% 

9722.0 
225.0 

40.5% 
1.8% 

86.9% 
13.1% 
98M.0 
8492.0 

5.3% 
17.4% 
17.4% 
7.8% 
55% 

Inc. is 

- 

- 

- 

- 

__ 

- 

__ 

__ 

- 

iii 2003 
31.87 
3.98 
1.37 
.40 

2.11 
5.75 

306.30 
6.0 
.34 

4.8% 

9760.1 
419.7 

32.5% 
3.1% 
86.0% 
14.0% 
12544 
11812 
6.5% 

23.8% 
23.8% 
16.0% 

33% 

- 

__ 
~ 

- 

__ 

- 

- 

- 

__ 

3 2002 
26.40 
3.34 
1.29 
1.07 
2.85 
4.74 

300.10 
5.6 

.31 
14.8% 

7922.5 
386.3 

35.0% 
3.1% 

87.4% 
12.6% 
11322 
11409 
6.6% 

27.2% 
27.2% 
4.3% 
84% 

- 

- 

- 

- 
__ 

- 

- 

- 

, ~ I I C I I .  I" 

t08uy 168 151 174 shares 12 
tO%ll 159 174 165 traded 6 
Hld's(000) 293850 297873 297292 
CenterPoint Enerav owns the utilitv opera- 
tions that were p i d  of Reliant Enkgy: The 
stock began trading on the New York Stock 
Exchange on Oct. 1, 2002, a day after Reli- 
ant Energy spun off its 83% interest in Reli- 
ant Resources, which has been renamed 
RRI Energy (NYSE: RRI). On Jan. 6,  2003, 
Centerpoint completed the distribution to its 
shareholders of a 19% interest in Texas 
Genco Holdings, which owns generating as- 
sets in Texas. CenterPoint reacquired the 
publicly traded stock on Dec. 14, 2004 as 
the first step of a sale of Texas Genco. 
CAPITAL STRUCTURE as of 6/30/11 
Total Debt $9087.0 mill. Due in 5 Yrs $4154.0 mill. 
LT Debt $8510.0 mill. 
Incl. $2371.0 mill. transition & system restoration 
bonds. 
(LT interest earned: 2.5~) 
Leases, Uncapitalized Annual rentals $15.0 mill. 
Pension Assets-12/10 $1.50 bill. Oblig. $1.97 bill. 
Pfd Stock None 
Common Stock 425,856,294 shs. a5 of 7/15/11 
MARKET CAP: $8.4 billion [Large Cap) 

ELECTRIC OPERATING STATISTICS 
2008 2009 2010 

%man eRetdSales(KWH) -1.9 -.3 +3.2 
Avg. I"&i. Use (MWH NA NA NA 
Avg.Indusl.Revs. rh(#) NA NA NA 
Capaaty alPeak (k NA NA NA 
RakL@adsSummerj& NA NA NA 
Annual LoadFadajb NA NA NA 
%ChangeCuslomen/avg.) +1.5 t1.4 +1.3 

LT Interest $511.0 mill. 

.79 1 .88 1 V~~~~~ 1;iative PE Ratio ~ 1 Avg Ann'l Div'd Yield 4.8% 

32.1% 37.3% 37.0% 37.0% Income Tax Rate 37.0% 

6.4% 5.3% 

372.0 442.0 515 520 Net Proft ($mill) 
8281.0 8785.0 8400 8400 Revenues ($mill) 9350 

~. 

1.3% 2.7% 2.0% 2.0% AFUDC % to Netprofit 2.0% 
77.6% 73.8% 72.0% 68.5% LongTerm Debt Ratio 68.5% 
22.4% 26.2% 28.0% 31.5% Common Equity Ratio 31.5% 
11758 12199 15025 14075 Total Capital ($mill) 16200 
10788 11732 12175 1 1900 72250 
5.8% 6.1% 5.5% 6.0% Return on Total Cap'l 5.5% 

14.1% 13.8% 12.0% 12.0% Return on Shr. Equity 11.5% 
14.1% 13.8% 120% f2.0% Return on Com Equity F 11.5% 
3.6% 3.8% 4.0% 4.0% Retained to Corn Eq 4.0% 
74% 72% 66% 66% All Div'ds to Net Prof 65% 

ireakdown: residential. 52%: commercial, 31 %: industrial. 15%: 

__--- - 

_ _ -  
SS: CenterPoir 

- 
Enera) 

Houston Electric. which serves~ 1 million custor :E in Houston other, 2%. Does not own generating assets. Natural sas costs: 52% 
and environs, and gas utilities with 3.3 million customers: Entex 
(Texas. Louisiana, Mississippi): Arkla [Arkansas, Louisiana, Okla- 
homa, Texas); and Minnegasco (Minnesota). Has gas pipeline and 

of revs. ' I O  deprec. rate:-5.6%. Has 8,800 employees. Chairman: 
Milton Carroll. President & CEO: David M. McClanahan. inc.: TX. 
Address: 1111 Louisiana, P.O. Box 4567, Houston, TX 77210- 
4567. Tel.: 713-207-1 11 1. Internet: www.centepointenergy.com. 

tion, due in part to warmer-than-normal 
weather patterns. Our 2012 forecast is 
based on normal weather. One factor that 
will hurt results is a negative electric rate 
ruling, which Centerpoint has appealed to 
the state district court, that took effect at 
the start of September. The order will re- 
duce operating income by $10 million this 
year and $30 million annually. 
Centerpoint is looking to expand its 
Field Services operation. This division 
is benefiting from projects that went into 
service in the past year. Its operating in- 
come rose 39% in the first half of 2011. 
This timely stock has been one of the 
top-performing utility issues so far 
this year, having risen 26% to date. This 
is largely due to  investors' enthusiasm 
about the favorable verdict from the Texas 
Supreme Court. We believe there is also 
some takeover speculation reflected in the 
share price. Following the stock's run-up, 
the dividend yield is not exceptional for a 
utility, and with the quotation now in the 
middle of our 2014-2016 Target Price 
Range. total return potential over that 
time frame is low. 
Paul E. Debbas, CFA SeDtember 23. 201 1 

storage assets. Discont. Texas Genu, Holdings in '04. Electric rev. 

Centerpoint Eneray is awaiting the Fixed Charge COV. (%) 207 173 197 
ANNUAL RATES Past Past Est'd '08-'10 
ofchange[persh) 1OYrs. 5Yrs. to'14-'16 
Revenues - -  -4.0% -2.0% 
"Cash Flow" - -  .5% 5.0% 
Earnings _ _  5.0% 3.0% 
Dividends - -  13.5% 3.0% 
Book Value _ _  8.5% 10.0% 

Gal- QUARTERLY REVENUES ($ mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 3363 2670 2515 2774 11322 
2009 2766 1640 1576 2299 8281. 
2010 3023 1756 1908 2098 8785. 
2011 2587 1837 1976 2000 8400 
2012 2700 1750 1850 2100 8400 
tal. EARNINGS PER SHARE FUII 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2008 .36 .30 .39 2 5  1.30 
2009 .I9 2 4  .31 2 7  1.01 
2010 .29 2 0  2 9  2 9  1.07 
2011 .35 2 8  2 9  2 8  1.20 
2012 .32 2 6  .31 .31 1.20 

Gal- QUARTERLY DMDENDS PAID * t FUII 
endar Mar31 Jun.30 Sep.30 Dec.31 Year 

2007 .17 .17 .17 .I7 .68 
2008 ,1825 ,1825 ,1825 ,1825 .73 
2009 .19 .19 .I9 .19 .76 

2011 ,1975 ,1975 ,1975 
2010 ,195 ,195 ,195 ,195 .7a 

resolution of a ling-running rFgu1a- 
tory matter. This dates back to a $947 
million aftertax charge that the company 
took in 2004, after the Public Utility Com- 
mission of Texas (PUCT) disallowed some 
costs associated with the utility's generat- 
ing assets. Centerpoint appealed the order 
and was ultimately successful. The state 
Supreme Court remanded the case back to  
the PUCT so that Centerpoint could re- 
coup the monies that were disallowed, plus 
interest. The utility will ask the PUCT for 
permission to recover the money through 
the issuance of securitized bonds. Center- 
Point and various intervenors are arguing 
over what is recoverable, but the company 
will wind up with a large sum of money- 
roughly $1.1 billion after taxes, if it pre- 
vails. CenterPoint's priority is to use the 
cash to  expand its business through capi- 
tal investments or acquisitions. Debt re- 
tirement and a stock buyback are likely, 
too. It appears as if this matter will not be 
resolved until October, at the earliest. 
We have raised our 2011 earnings esti- 
mate by $0.05 a share, to $1.20. Second- 
auarter urofits were above our expecta- 

'A) Pro forma data. IB) Diluted EPS. Excl. ex- I dui 
'riordinary gains (Idss): '04, ($2.72); '05, 9$; ea1 
11, $7.94; gain (losses) on discont. ops.: '03, me 

2$: '04, (37$); '05, (I$). Next earnings report av; 
0 2011, Value Line Publishin LLC All ri Ms resewed. Factual 
THE PUBLISHER IS NOT RE~PONSIBLE Bop ERROFS p 
Of il may be reproduced, resold. stored 01 tiammilled in any pnnleQ, elenronlc or olner lwm. M useu 101 generaung or marxeung any pnnreu o( eiecoonic puoucauon. serwce or ~ ~ D D K L  



1.99 1 2.11 I 2.18 I 2.28 I 2.36 I 2.77 I 2.94 
1.04 1.12 1.09 1.12 1.19 1.46 1.54 
.75 .77 .79 .81 .83 .85 .87 

1.29 I 1.43 1.73 2.09 3.99 2.52 1.10 

~ 44.85 44.91 44.93 44.97 44.88 44.99 44.96 

6.2% 5A%1 5.8%/ 5.0%1 5.2%1 4.4%1 3.9% 

SAFETY 2 Raised 6/24/11 

FECHNICAL 3 Raised 611O111 . . , . 
BETA 65 I1 W=MarkeO 

1058.6 

14.2% 

CAPITAL STRUCTURE as of 6/30/11 
Total Debt $1400.0 mill. Due in  5 Y n  $230.2 mill. 

(LT interest earned: 3.7~) 

Pension Assets-12/10 $242.5 mill. 

Pfd Stock None 

Common Stock 61.062.449 shs. 
as of 7/29/11 14.6% 
MARKET CAP: $2.1 billion (Mid Cap) 6.5% 
ELECTRIC OPERATING STATISTICS I 57% 

3.05 I 2.98 I 2.56 I 2.76 I 2.63 I 2.69 I 3.71 I 3.78 I 5.12 
1.52 1.26 1.32 1.42 1.36 1.32 1.70 1.76 2.29 
.90 .90 .90 .90 .90 .90 .90 .90 .98 

1.91 1.58 1.61 3.19 4.11 8.51 5.59 4.15 4.68 
11.77 10.09 10.83 13.69 15.22 16.85 17.65 18.50 21.76 
47.04 47.18 49.62 49.99 57.57 59.94 60.04 60.26 60.53 

12.2 12.4 13.8 15.0 17.3 19.6 14.1 13.2 12.3 
.67 .71 .73 .80 .93 1.04 .E5 .88 .79 

721.2 874.6 745.8 I 920.2 1000.7 1030.6 1080.2 853.8 1148.7 

4.8% 5.8% 5.0% 4.2% 3.8% 3.5% 3.8% 3.9% 3.5% 

1566.2 1 1417.1 1 1060.0 1 1188.7 1 1304.9 I 1725.9 12045.3 I 2247.0 I 2784.2 
7.1% I 6.7% I 8.9% I 7.1% I 6.3% I 5.6% I 6.1% I 5.9% I 6.6% 

12.8% 12.2% 11.8% 10.6% 8.3% 7.9% 9.6% 9.5% 10.6% 
13.1% 12.5% 11.9% 10.7% 8.3% 7.8% 9.6% 9.5% 10.6% 
5.6% 3.5% 3.9% 4.1% 3.0% 2.6% 4.5% 4.7% 6.1% 
58% I 72% I 68% I 62% 1 65% I 68% I 53% I 51% I 42% 

Target P r i c e  Range 
2014 12015 12016 

%TOT. RETURN 8/11 
THIS YLARIW 

5.65 I 5.80 /"Cash Flow" Der sh I 6.50 
2.40 2.40 Earnings per sh A 2.75 
1.09 1.22 Div'd Decl'd per sh t 1.60 
4.15 3.60 Cap'l Spending per sh 4.00 

23.65 24.90 Book Value per sh 28.50 
60.70 60.70 Common Shs Outst'g 60.70 

Bold fiaures are Ava Ann'l PIE Ratio 13.0 .. 

.85 4 . /AvaAnn'lDiv'dYield i 4.6% 
value Reiatie PIE Ratio 
erti ate+ 

1170 I 1200 /Revenues [$mill) I 1350 
f45 I 150 /Net Profh (bmill] I 170 

1 37.0% 37.0% I 37.0% IlncomeTax Rate 

2840 I 2855 1 Net Plan\ ($mill) ' 1 2875 
7.0% I 7.0% /Return on Total CaD'I 1 7.0% 

10.0% 10.0% Return on Shr. Equity 9.5% 
10.0% 10.0% Return on Com Equity E 9.5% 
5.5% 5.0% Retained to Com Ea 4.0% 
45% I 50% /All Div'ds to Net PrDf 1 58% 

XUlangeRebilSaiesw) 2.;:; '+":.! BUSIP SS: c ~ k c o  cordoration ;s a holding combany for' Cleco ' erating bources: gas a bil, 30%;' mal R lignite. 29%; pktroleum 
b g  Indud. Use " 4535 3532 3657 Power, which supplies electricity to about 279,000 customers in coke, 16%; purchased, 25%. Fuel costs: 44% of revenues. '10 re- 
?g.Indust.Revs. h(f) 7.89 6.48 7.68 central Louisiana. Through a subsidiary, has 775 megawatts of ported deprec. rate (utility): 2.6%. Has 1,300 employees. Chairman: 
-VadhilPd(gh) ;:2z 2$i wholesale capacity. Electric revenue breakdown: residential, 45%; J. Patrick Garrett. President R CEO: Bruce A. Williamson. Inc.: Lou- 

57,0 53,5 55.8 commercial, 27%; industrial, 14%: other, 14%. Largest industrial isiana. Address: 2030 Donahue Ferry Road, P.O. Box 5000, Pine- 3eak toad, Summer 
hnual Load Fador (k 
l ( ~ a n g e C ~ ~ o m ~  bq,) +.9 +.7 +.7 customers are paper mills and other wood-product industries. Gen- ville, LA 71361-5000. Tel.: 318-484-7400. Internet: w w d e c o  com. 

'ixed Charge Cav. (%) 159 138 294 We estimate that Cleco Corporation's ceeds for debt reduction. The company re- 
ANNUAL RATES Past Past Est,d ,08-',o 

corded a gain of $0.63 a share on the sale, 
Dfchange(persh) loyrs, 5Yn, to$14:16 pace in 2011. Cleco Power, the company's which we excluded from our presentation 
Revenues 1.0% -5% 4.5% regulated utility subsidiary, is benefiting as a nonrecurring item. 
Cash Flow" 5.5% 8.5% 7.5% from a regulatory plan that allows it a re- Cleco is still deciding what to do with 

::E$ ':;$ :::% turn on equity of 11.7%, with a chance to the Coughlin plant. This 775-megawatt 
Earnings 
Dividends 
Book Value 7.5% 11.0% 6.5% earn up to a 12.3% ROE, thanks to  incen- gas-fired facility is the company's sole 

tive ratemaking. We have raised our 2011 remaining nonregulated generating asset. 
tal. QUARTERLY RUENUES (S mill.) ~ ~ 1 1  

Mab31 J ~ ~ . ~ O  sep.30 ~ ~ ~ . 3 1  Year earnings estimate by $0.05 a share, to  Its capacity will be available at the start of 
2o08 222.5 274,8 343,7 239,2 1080,2 $2.40. due to  hotter-than-usual summer 2012, after a contract expires. New EPA 
2o09 213,0 207,2 241.5 192,1 853,8 weather conditions. That's the upper end rules that will increase costs for coal-fired 
2010 272,3 275.9 343.9 256.6 1148.7 of management's targeted range of $2.30- units might well make Coughlin a more 
2011 253.7 272.9 t;! 273.4 f770 $2.40 a share, which was based on normal valuable asset. 

earnings will rise at a mid-single-digit 

-,,,A -.,A n.Dn ani - x m - t h o r  \AT- n n . ~  1nnG fnc fl it  a i c n ; n m c  T ~ x m  rinitil ncn;nr+r - A ~ P  s . - A a -  *.r_xr 'VI' ',U 'OU J,U 'OU ,'VU " " L U L l l L l .  ..C .L".. Z Y Y I .  1-1 11-c -Y'.""6.. A_." LYp"-L"' y.'v L L L a  "1C U I I U C Z  "I up 

Gal- EARNINGSPERSHAREA Full 
in 2012, based on our assumption of a re- Cleco has a 50% :take in a $250 million 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year turn to weather patterns. transmission project. This should be com- 
Dividend growth potential is high. plete by the summer of 2012. The utility is ii:: ::; :!E 1:; :;: i:;: After several years in which the board of spending $73 million (including a $20 mil- 

2010 ,56 ,58 ,82 ,33 2.29 directors did not raise the disbursement. it  lion grant from the federal government) on 
2011 ,48 .52 1,fo .30 2.40 lifted the payout in 2010. Earlier this year, an advanced metering system. This should 
2012 .40 .60 1.70 .30 2.40 the board boosted the quarterly dividend be finished by 2013. 
Gal- QUARTERLYDN~DENDSPA~DB.~ This stock does not stand out for the 

short or long term. The yield is about a 
percentage point below the utility mean, 
and 3- to  5-year total return potential is 2007 ,225 ,225 ,225 ,225 

iii: 1;;; ::;: $; $; $ in the second quarter. Cleco sold its unexciting, despite the good dividend 
2010 .225 ,25 ,25 ,25 ,98 50% stake in Acadia Unit 2, a gas-fired growth prospects mentioned above. 
2011 2 5  2 8  2 8  plant, for $150 million. It used the pro- Paul E. Debbas, CFA September 23, 2011 

4) Diluted earnings. Excl. nonrec. gains Company's Financial Strength 
osses): '00, 5$; '02, (5$), '03, ($2.05): '05, Stock's Price Stability 
2.11; '07, $1.22; '10, $1.91; 2Q '11, 63$; Price Growth Persistence 
)sses frnm disc. ow.: '00. 14d: '01. 4d. Next Earninas Predictabilihr 

by $0.03 a share (12%). and Cleco has al- 
ready stated that an increase of $0.03125 
a share (11.1%) is in the offing for 2012. 
The company completed an asset sale 

Mar.31 Jun.30 Sep.30 Dec.31 Year 
,90 

earnings report due early Nov. (B) Div'ds his- 

investment ulan avail. IC1 Incl. deferred 

charges. In '10: $10.511sh. (0) In mill., adj. for 
torically paid in mid-Feb., May, Aug., and NDV. split. (E) Rate base: Net orig. cast. Rate al- 
I Div'd reinvestment plan avail. t Shareholder lowed on com. eq. in '09: 11.7%; earned on 

ava. corn. ea.. '10: 11.9%. Resul. Climate: Ava. 

B++ 
100 
70 
75 , .  I -  ~r~ ~. . .  . , ~ , .. . .~  

2011, Val,? Line Publlrhin I LC Nl II his reserved Fanua! material is o0:ained hom sources believed to w reliable and is provldrd vrlvloul wanames d any kind. 
HE I'LltlLISHER IS kO1 RE?PONSlBl I 8 W d A N Y  FRRORS OR OMISSIONS HEKEIN This pub.caocm is StriLlly 101 subsnioer 5 own. rmn-COmmNclal. lnlernal use NO pan 
1 n may be reproouceo. ;ssdo. siorea or uansrnmea m any prmlad. elenmnic or oUier Iwm. or used IDT genenbng m markcung any pnnled IY emionic puMicalm. serwce or podun. 



"MS u ENERGY C 
IMEUNESS 3 towered 8/12/11 

,AFEN 3 Raised 12/29/05 

ECHNICAL 3 towered9/16111 
ETA .75 (1.W. Market) 

2014-16 PROJECTIONS 
Ann'l Total 

Price Gain Return 
iigh 25 (+30% 'If% 

nsider Dec is ions  
ow I 8  (-5%] 4% 

O N O J F M A M J  
0 0 0 0 0 0 0 0 0  

Isell 0 1 0 0 0 1 0 3 0  
nst i tut ional Dec is ions  

402010 102011 2020t1 

3m 0 0 0 0 0 0 0 1 0  

D B ~  147 142  162  
DM 153 149  132  
Ild's(0W) 233569 236444 2361 82  
I995 I 1996 I 1997 1 1998 
42.47 45.70 47.49 47.56 
6.77 7.18 7.39 6.60 

2; 1 1 i:i: ~ 

2.24 
1.26 

.78 I .78 I 1.03 .74 
3.6% 3.3% 3.2% 2.8% 

Percent 3 0 .  
shares 20 - 
traded 1 0 .  

:APITAL STRUCTURE as of 6/30/11 
btal Debt $7484.0 mill. Due in  5 YE $2745.0 mill. 
.T Debt $6361 .O mill. 
id. $177.0 mill. capitalized leases. 
LT interest earned: 2.5~) 
.eases, Uncapitalized Annual rentals $29.0 mill. 
'ension Assets-12/10 $1.40 bill. 

Oblig. $1.90 bill. 
'fd Stock $44.0 mill. 
nd. 441,599 shs. $4.16-$4.50 $100 par, cum., call- 
ibie at $103.25$110. 
:omrnon Stock 251,800,000 shs. 

AARKET CAP $4.9 billion (Mid Cap) 

LT Interest $356.0 mill. 

Pfd Div'd $2.0 mill. 

Cal- 

2008 
2009 
2010 
2011 1 2055 1364 1431 1745 

4) Dil. EPS. Excl. nonrec. gains (losses): '! 
61.61); '06, ($1.08): '07, ($1.26); '09, (7$); 
$; '11, 12$; gains [losses) on disc. ops.: '0 
$; '06. 3$; '07, (40$); '09, E$; '10, (8$). '08 

Full 
Year 

6821.1 
6205.1 
6432.1 
6600 
6900 
Full 
Year 
1.23 
.93 

1.33 
1.45 
1.55 
Full 
Year 

2 0  
.36 
.50 
.66 

- 

- 

- 

- 

__ 

m 

5.24 I d.09 I 2.39 I 2.87 I 3.43 I 3.22 I 3.08 I 3.88 
1.27 d2.99 d.29 .74 1.10 .64 44 1.23 
1.46 1.09 ._ - -  20  .36 
9.49 5.18 3.32 2.69 2.69 3.01 5.61 3.50 

- -  - _  

14.21 7.86 9.84 10.63 10.53 10.03 9.46 10.88 
132.99 144.10 161.13 195.00 220.50 222.78 225.15 226.41 

20.8 - -  .- 12.4 12.6 22.2 26.8 10.9 -. . 

1.07 .- - -  .66 .67 1.20 1.42 .66 
5.5% 7.5% - - - _  - - - -  1.2% 2.7% 

9597.0 8687.0 5513.0 5472.0 6288.0 6810.0 6519.0 6821.0 
169.0 I d414.0 I d40.0 I 144.0 I 247.0 1 158.0 I 168.0 I 300.0 

29.8% I - -  I NMF I 18.6% I 25.6% 1 - -  I 37.6% 1 31.6% 
22.5% - _  - -  - -  15.4% 6.3% 3.6% 1.3% 
80.9% 84.4% 78.2% 75.3% 73.5% 71.7% 70.5% 69.4% 
18.7% 15.0% 18.3% 21.5% 23.4% 24.9% 25.9% 27.4% 
10131 7532.0 8652.0 9640.0 9913.0 8961.0 8212.0 8993.0 

8362.0 I 5234.0 I 6944.0 1 8636.0 I 7845.0 I 7976.0 8728.0 1 9190.0 
5.0% I NMF I 2.7% I 4.4% I 5.0% I 4.5% I 4.5% I 5.4% 
87O/.1 NMF I NMF 1 6.1% I 9.4% 1 6.2% 1 6.9% 110.9% 
88% 1 NMF I NMF 1 6.2% I 99% 1 64% I 72% I 11.7% 
NMFI NMFI NMF I 62% 1 99% 1 64% 1 51% I 84% 
113% NMF NMF 11% 6% 10% 35% 31% 

BUSINESS: CMS Energy Corporation is a holding company for 
Consumers Energy, which supplies electricity and gas to lower 
Michigan (excluding Detroit). Has 1.8 million electric, 1.7 million gas 
customers. Has 1,166 megawatts of nonreguiated generating ca- 
pacity. Sold Palisades nuclear plant in '07. Electric revenue break- 
down: residential, 42%; commercial, 31%; industrial, 20%; other, 

Target Pr ice  Ranga 
2014 I2015 12016 

16.1 19.3 20.5 
10.0 I 14.1 I 17.0 I I I 

16 
12 
10 
8 
6 

t4 %TOT. RETURN 8/11 
THIS VLARITH' 

STOCK INDEX 

3.47 3.70 3.70 3.85 "Cash Flow" per sh 
.93 1.33 1.45 1.55 Earningspersh A 

.50 6 6  3 4  .92 Div'd Decl'd per sh = 
3.59 3.29 4.25 5.10 Cap'l Spending per sh 

11.42 11.19 1200 12.70 BookValuepersh C 

227.89 249.60 252.00 254.00 Common Shs Outst'g 0 

13.6 12.5 B O I ~  figurer are Avg Ann'l PIE Ratio 
.91 .80 Line Relative PIE Ratio 

4.0% 4.0% esti"a'es 

6205.0 6432.0 6600 6900 Revenues [$mill) 
231.0 356.0 380 415 Net Profit ($mill) 

34.6% 38.1% 38.0% 38.0% Income Tax Rate 
13.0% 2.2% 8.0% 13.0% AFUDC X to Net Profit 
67.9% 70.1% 69.0% 68.5% Long-Term Debt Ratio 

Avg Ann'l Div'd Yield 

29.0% 1 29.5% I 30.5% I 31.0% IComrnon Equity Ratio 
8977.0 I 9473.0 I 9925 I 10325 ITotal Capital ISmill) 
9682.0 10069 10600 11325 Net Plant (Sm'ill) ' 

4.7% 5.8% 6.0% 6.0% Return on Total Gap'l 
8.0% 12.5% 12.5% US% Return on Shr. Eauitv 
8.5% 12.5% 12.5% 12.5% Return on Corn E q u h  E 

4.1% 6.9% 5.5% 5.5% Retained to Com Eq 
54% 46% 56% 57% AllDiv'ds toNetProf 

7%. Generatino sources: coal. 48%: oas. 3%: hvdro. 

i 4-1 6 
__ 
30.00 
4.50 
1.75 
1.10 
4.75 
15.00 
260.00 
13.0 

'85 
4.9% 
7800 
480 

12.0% 
64.0% 
35.5% 
11000 
13500 
6.5% 
12.5% 
12.5% 
5.0% 
59% 

; pur- 

- 

- 
- 

- 

- 
38.0% 
- 

- 

- 

__ 

- 

chased, 48%. Fuel costs: 55% of revenues. '10 reported deprec. 
rates: 3.0% electric, 2.9% gas, 7.4% other. Has 7,800 employees. 
Chairman: David W. Joos. President & CEO: John G. Russell. In- 
corporated: Michigan. Address: One Energy Plaza, Jackson, Michi- 
gan 49201, Tel.: 517-788-0550. Internet: &.cmsenergy.com. 

CMS Energv's utility subsidiary has timate of $1.45 a share for this year ex- 
electric an3 gas ratk cases pehding. 
Consumers Energy has filed for an  electric 
rate hike of $195 million (5.4%), based on 
a 10.7% return on a 42.07% common- 
equity ratio. Under Michigan regulatory 
law, the utility will self-implement an in- 
crease in December. A rate order is due 
the following June. Consumers is seeking 
a gas tariff increase of $49 million, based 
on a 10.7% return on a 41.55% common- 
equity ratio. The utility will self- 
implement an increase in March. The rate 
order is due in September. 
The unusually hot weather that the 
service area experienced this summer 
will have just a small effect on the 
company's profits. That's because the 
utility operates under a mechanism that 
decouples electric revenues and electric 
volume. Weather can still affect the bot- 
tom line, however. Greater-than-usual 
storm activity hurt profits by $0.07 a 
share in the first half of 2011, and Con- 
sumers still has sensitivity to weather in 
the gas side of its business. 
We are sticking with our earnings es- 
timates for 2011 and 2012. Our profit es- 

cludes a $0.12 noncash state income tax 
benefit that CMS booked in the second 
quarter. We are treating this gain as a 
nonrecurring item. (The company's earn- 
ings target for 2011 is $1.44 a share.) Our 
2012 forecast of $1.55 a share assumes 
reasonable regulatory treatment. The com- 
pany has set a target for average annual 
earnings growth of 5%-7%. 
Consumers is building its first wind 
project. This will provide 100 megawatts 
of capacity. The $232 million project is ex- 
pected to  be on line by the end of 2012. I t  
will help the utility meet the state's re- 
newable energy requirement. 
Financing needs are small. CMS ex- 
pects to benefit from tax-loss carryfor- 
wards in the next few years. No large 
equity offerings are planned, but the com- 
pany intends to raise $25 million-$30 mil- 
lion of common equity annually through 
various stock plans. 
This stock's dividend yield and 3- to 5- 
year total return potential are rough- 
ly equivalent to the norms for the 
electric utility industry. 
Paul E. Debbas, CFA September 23, 2011 

don't add due to rounding, '10 due to tang. In '10: $8.39/sh. (D) In mill. [E) Rate 
change in shs. Next egs. report due early Nov. base: Net orig. cost. Rate all'd on corn. eq. in 
(B) Div'ds historically paid late Feb., May, Aug. ' IO:  10.7% eiec.; in 'IO: 10.55% gas; earn. on 
& Nov. = Div'd reinvest. olan avail. IC) incl. in- avo. com. ea.. '10: 12.6%. Reaul. Climate: Avo. 

Company's Financial Strength 
Stock's Price Stability 
Price Growth Persistence 
Earninas Predlctabilitv 

B t  
95 
70 
35 

I, 

I I "  . ,  
e 2011 Value Llne P bllshn LLC All r# hls reserved faclddl makrai 6 ohlaned hom SOJICCS beheved Io be relidhc ana IS ptoylaec wlffioul warranties of any kind 
1IiE 1JUBLIStI~R IS i O T  RFPPONSIBLE ?OR ANY ERRORS OR OMISSIONS HERElk This pVDliCallM IS sltlclly lot suosrnbcrs own. non COmmL1tCiai ltiletnal use ho pan 
of n ma) w reptodxpd resold 5Iued a Uansmmeo fr any pWed eluuonu a Mher form. or uied lot yeneraling M maheling any prime0 a eleNolUc pJblcallon SeNCe M prodJn 
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SAFETY 3 New12/26108 

1.04; '07, (I$). '10 EPS don't add due to 
ina. Next eas. reDort due early Nov. (6) 

. .. ~ ~ 22.40 22.50 25.32 25.77 
4.59 4.45 4.66 4.93 5.57 5.78 
2.02 1.85 1.97 2.06 2.18 2.30 
1.55 1.59 1.63 1.67 1.68 1.68 
2.48 2.44 2.53 2.27 2.92 7.17 

19.07 19.35 19.44 19.98 20.01 20.95 
147.53 147.67 147.67 149.25 149.56 150.53 

12.4 14.7 14.0 15.3 13.2 15.8 
.83 .92 .81 .BO .75 1.03 

6.2% 5.9% 5.9% 5.3% 5.8% 4.6% 

CAPITAL STRUCTURE as of 3/31/11 
Total Debt $4557.9 mill. Due in  5 Yrs $1515.7 mill. 
LT Debt $4442.1 mill. 
(LT interest earned: 3.4~) 
Leases, Uncapitalized Annual rentals $202.1 mill. 
Pension Assets-12/10 $1.41 bill. 

Oblig. $1.63 bill. 
Pfd Stock $190.0 mill. Pfd Div'd $13.2 mill. 
Ind. 1,900,000 shs. 6.70%-7.125% preference, 
callable at $102.68-$103.50, all $100 par, not sub- 
ject to mandatoory redemption. 
Common Stock 200,702,529 shs. 
as of 4/29/11 
MARKET CAP: $7.4 billion (Large Cap) 

LT Interest $266.5 mill. 

intang. In '10: $2.26/sh. (D) In mill. (E) Rate 
base: Fair value. Rate allowed on com. eq. in 

Company's Financial Strength 
Stock's Price Stability 

E+ 
50 

ELECTRIC OPERATING STATISTICS 
2008 2009 
-3.5 -1.2 
601 571 

12.93 11.26 
NA NA 
NA NA 
NA NA 
+.5 +.3 

2010 
+4.1 
516 

10.75 
NA 
NA 
NA 
+.3 

Fued Charge Cav. (x) 
ANNUAL RATES 
of change (per sh) 
Revenues 
"Cash Flow" 
Earnings 
Dividends 
Book Value 

156 218 286 
Past Past Est'd '08-'10 

10Yrs. 5Yn.  to'14-'!6 
13.0% 2.0% -1.0% 
-2.0% -8.0% 8.5% 
-5.0% -16.0% 18.0% 
-2.5% 1.5% -4.0% 
5.0% 4.5% 6.5% 

2008 3 1  .95 .35 d1.63 
2009 I .30 .66 1.00 d.17 

A) Diluted EPS. Excl. nonrec. gains (losse: 

36C; '07, 22$; '08, (l7.81); '09: $20.40; '10, 1 Diu 
(56.511: aains (loss) from disc. ODS.: '05. 13d: & ( 

Full 
Year 

19818 
15598 
14340 
14500 
14000 

Full 
Year 

.48 
1.79 
1.61 
2.30 
2.30 
Full 
Year 
1.68 
1.81 
1.20 
.96 

__ 

- 

- 

- 
- 

1'06 

24.00 28.53 57.82 71.17 96.08 106.83 118.77 99.53 
5:;: 1 5::: ~ 6.31 1 6.89 1 6.78 1 6.81 1 7.52 1 3::; 
2.20 2.29 2.76 3.19 3.38 3.76 4.29 

1.04 1.14 1.34 1.51 1.74 1.91 
8.05 5.05 3.92 3.99 4.26 5.33 7.26 9.71 

23.48 23.43 24.67 26.81 27.57 25.53 29.93 15.98 
163.71 164.84 167.82 176.33 178.30 180.52 178.44 199.13 

16.4 12.1 11.8 12.5 16.0 15.6 20.5 NMF 
.&I I .66 I .67 I .66 1 .85 I .84 I 1.09 1 NMF 

15.7% I 11.8% 2.9% I 1.9% 1 1.6% 1 2.0% I 2.4% 1 50.4% 
40.2% I 53.2% I 53.8% I 49.5% I 46.1% I 46.8% I 45.7% I 60.2% 

37% I 41% i 39% I 36% I 39% I 40% i 40% I NMF 

BUSINESS: Constellation Energy Group, Inc is a holding company 
for Balhmore Gas and Electnc Company, which dlstnbutes electnu- 
ty and gas in Baltimore and parts of central Maryland Has 1 2  mil- 
lion electric, 653,000 gas customers. Has nonregulated businesses: 
Constellation Energy Commodities Group and Constellation 
NewEnergy. Electric revenue breakdown: residential, 67%; com- 

The proposed acquisition of Con- 
stellation Energy by Exelon has 
received some criticism in Maryland. 
The deal calls for Constellation stock- 
holders to  get 0.93 of a share of Exelon 
(valued a t  $39.22) for each of their shares. 
Each company's shareholders, the regula- 
tory commissions in Maryland and New 
York, and the Federal Energy Regulatory 
Commission and other federal agencies 
must approve the combination. The com- 
panies are targeting early 2012 for comple- 
tion. However, even though Exelon has of- 
fered $250 million in merger-related bene- 
fi ts  t o  Maryland ratepayers (including a 
$100 credit for each residential customer), 
some intervenor groups believe that this 
isn't enough and are asking for more. 
We now advise Constellation stock- 
holders to sell their shares on the 
open market. Exelon's offer is reason- 
able, and Constellation stockholders stand 
to benefit from a doubling of their divi- 
dends if the deal goes through. However, 
investors should remember that Exelon 
terminated its agreement to buy Public 
Service Enterprise Group when the con- 
cessions sought by intervenors in New Jer- 

96 
80 
64 
48 
40 
32 
24 

16 
12 

%TOT. RETURN 7/11 
THIS VLARITH' 

STOCK INDEX 

77.61 71.78 72.50 69.30 Revenues per sh 78.00 
5.29 4.37 5.20 5.30 "Cash Flow" per sh 7.00 
1.79 1 1:;; 1 2:;; 1 2.30 I Earnings per sh 1 3.50 
.96 .96 Div'd Decl'd Der sh 8.  7.00 

7.61 ' 4.98 ' 4.20 ' 5.00 'Cap'l Spending per sh 6.75 
43.27 39.19 40.40 41.65 Book Value per sh C 48.00 

200.99 199.79 207.00 202.00 Common Shs Outst'g 0 205.00 
15.5 20.5 B o l d f i g p s  are Avg Ann'l PIE Ratio tf.5 
1.03 1.31 Valve Line Relative PIE Ratio .75 

15599 14340 74500 74000 Revenues ($mill) 7~iaao 
3.5% 2.9% Avg Ann'l Div'd Yield 2.5% 

372.4 336.3 480 480 Net Proffi ($mill) 760 
17.6% 35.8% 35.0% 35.0% Income Tax Rate 35.0% 
23.4% 9.8% 2.0% 3.0% AFUDC X to Net Profit 4.0% 
35.1% 35.7% 30.5% 32.5% Long-Term Debt Ratio 31.5% 
63.5% 62.8% 68.0% 66.0% Common Equity Ratio 67.0% 
13701 12468 17925 12750 Total Capital ($mill) t4700 

4.0% 3.6% 5.0% 4.5% Return on Total Cap'l 6.0% 
4.2% 4.2% 6.0% 5.5% Return on Shr. Equity 7.5% 

estinater 

8453.8 9278.8 9550 9950 Net Plant ($mill) 77900 

4.1% I 4.1% I 6.0% I 5.5% IReturnonCom EquiiyE I 7.5% 
1.5% I 1.8% I 3.5% I 3.5% /Retained toComEq I 5.5% 
65% I 58% I 43% I 43% lAll Div'ds to Net Prof I 29% 

mercial, 26%; industrial, 2%; other, 5%. Generating sources: 
nuclear, 45%; coal, 37%: gas, 13%; other, 5%. Fuel costs: 76% of 
revenues. '10 reported depr. rates: generating assets, 2.9%; utility, 
3.2%. Has 7,600 employees. Chairman, President R CEO: Mayo A. 
Shattuck 111. Inc.: MD. Address: 100 Constellation Way, Baltimore, 
MD 21202. Tel.: 410470-2800. Internet: www.constellation.com. 

sey became more than Exelon was willing 
to  provide. The stock is still trading at a 
discount of only about 5% to the value of 
Exelon's offer, which is too low in view of 
the uncertainty surrounding the regula- 
tory process in Maryland. The Timeliness 
rank of Constellation stock remains sus- 
pended due to the takeover agreement. 
Constellation's nonregulated busi- 
nesses have differing prospects. Low 
power prices are squeezing margins from 
the output of the company's generating as- 
sets. On the other hand, the retail energy- 
supply business is benefiting from low 
prices, which are stimulating customer de- 
mand. Constellation has made two acquisi- 
tions that expanded its presence in this 
business materially, from fewer than 
300,000 customers to almost a million. 
We have cut our 2011 share-net esti- 
mate by $0.15, to $2.3Q, because June- 
quarter results fell short of our forecast. 
Our 2012 estimate remains at  $2.30. This 
company's earnings are hard to predict be- 
cause each quarter's tally contains the ef- 
fects of unusual items. such as mark-to- 
market accounting gains or losses. 
Paul E. Debbas, CFA August 26, 2011 

fistoricallfpaid'in early Jan.; Apr., Jury. '10: 9.86% elec., 9.56% gas; earned on avg. 
~ . "  . . . ,  Div'd reinvestment plan avail. (C) Incl. I corn. eq., 'IO: 3.6%. Reg. Climate: Below Avg. 
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ioey 0 0 0 0 0 0 0 0 0  
Dpbons 0 2 0 0 3 6 012 1 
loSeH 0 2 0 0 3 6 011 1 
Inst i tu t ional  Dec is ions  

6.9% I 66% I 6.9% I 5.1% 1 5.3% I 6 1% 
CAPITAL STRUCTURE as of 6/30/11 
Total D&t$7984.0 mill.Due in 5 Yrs $3176.0 mill. 
LT Debt $7507.0 mill. 
Incl. $37.0 mill. capitalized leases, $289.0 mill. 
Trust Preferred Securities, and $559.0 mill. 
securitized bonds. 
(LT interest earned: 3 .1~)  
Leases, Uncapitalized Annual rentals $39.0 mill. 
Pension Assets-12/10 $2.91 bill. 

Pfd Stock None 
Common Stock 169,328,889 shs. 

LT Interest $428.0 mill. 

Oblig. $3.79 bill. 

MARKET C A P  $8.4 billion (Large Cap) 

ELECTRIC OPERATING 

X Change Rebl Sales (Io”) 
Avg. Indu4 Use (MWH 
Avg. Indust Revs. pr hi($) 
Cap* at Peak (Mw 
Peak Load, Swnmer ijlw) 
Annual toad Fador I4 

STATISTICS 
2008 2009 

NA NA 
NMF NMF 

NA NA 
11011 10627 

NA NA 

-2.7 -5.6 
2010 
-.6 
NA 

NMF 
NA 

11365 
NA 

% ChangeCuslomkkad) -.6 -.8 -.4 

Rxed Charge Cov. (x) 205 223 262 
ANNUAL RATES Past Past Est’d ’08-’IO 
ofchange(persh) 1OYrs. 5Yn.  to’14-’16 
Revenues 4.5% 3.0% 3.0% 
Cash Flow” 1.0% 4.5% 3.5% 

Earnings _ -  2.5% 4.5% 
Dividends .5% 1.0% 4.0% 
Book Value 3.5% 3.5% 3.5% 

calm QUARTERLY REVENUES ($ mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 2570 2251 2338 2170 
2009 2255 1688 1950 2121 
2010 2453 1792 2139 2173 
2011 2431 2028 2750 2797 
2012 2600 2050 2250 2350 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 .73 .I7 1.03 .80 
2009 1.09 .51 .92 .72 
2010 1.38 5 1  .96 .90 
2011 1.04 .67 .99 .90 
2012 7.75 .70 7.00 .90 

tal. QUARTERLY DMDENDS PAID BI 
endar Mar.31 Jun.30 Sep.30 Dec.31 

Gal. EARNINGS PER SHARE’ 

Full 
Year 

9329.1 
8D14.l 
8557.( 

9250 

Full 
Year 
2.73 
3.24 
3.74 
3.60 
3.75 

Full 
Year 
2.12 
2.12 
2.12 
2.15 

~ 

aaoo 
- 

- 

- 

___ 

48.71 40.30 41.76 40.84 50.74 50.93 54.28 57.23 48.45 50.51 57.90 54.40 Revenuespersh 67.75 
17.25 

2.55 3.27 2.45 2.66 2.73 3.24 3.74 3.60 3.75 Earnings persh A 1 4.25 
6.98 I 8.31 I 6.3.; 1 6.81 1 8.14 1 8.19 1 8.48 1 8.26 1 9.38 1 9.78 1 9.50 1 9.95 i*Cash Flow“persh 
2.15 3.83 
2.06 2.06 2.06 2.06 2.06 2.08 2.12 2.12 2.12 2.18 2.32 2.42 Div’d aecl’d persh 81 2.70 
6.80 5.88 4.45 5.19 5.99 7.92 7.96 8.42 6.26 6.49 10.20 8.80 Cap’lSpending persh 70.25 

28.48 27.26 31.36 31.85 32.44 33.02 35.86 36.77 37.96 39.67 41.00 42.30 BookValuepersh C 46.50 
161.13 167.46 168.61 174.21 177.81 177.14 163.23 I 163.02 165.40 169.43 769.50 770.00 Common Shs Outst’a 174.00 ~ ~ ~ 

19.3 11.3 13.7 16.0 13.8 17.4 18.3 14.8 10.4 12.3 Bold figurer are Avg Ann’l PIE Ratio 73.5 
.99 5 2  .78 .E5 .73 .94 .97 .89 69  .79 .90 Line Relative PIE Ratio 

5.0% Avg Ann’l Div’d Yield 4.7% 4.8% 5.3% 5.0% 4.6% 4.9% 4.4% 5.2% 6.3% 4.8% 
7849.0 6749.0 7041.0 7114.0 9022.0 9022.0 8861.0 9329.0 8014.0 8557.0 8800 9250 Revenues ($mill) 10750 

._ _ _  - -  27.1% 26.0% 23.9% 25.1% 34.9% 31.6% 32.7% 35.0% 35J%lncomeTaxRate 35.0% 
329.0 632.0 480.0 443.0 576.0 437.0 453.0 445.0 532.0 630.0 620 650 Net Profit ($mill) 745 

,956 I 4.9% I 1.3% I .7% I 1.0% 1 5.0% 1 7.1% I 11.2% I 2.6% I 1.6% 1 2.0% 1 2.0% IAFUDC % to Net Profit I 2.0% 
1 52.0% 63.3% 1 63.0% 1 59.2% I 57.8% 1 55.1% 1 56.1% 1 54.4% I 56.4% I 54.0% I 51.3% 1 52.5% 1 51.5% ILongTermDebt Ratio 

42.2% 
13154 
10491 
5.2% 
8.0% 

- 

____ 

7.2% 13.8% 9.1% 8.0% 10.0% 7.5% 7.7% 7.4% 8.5% 9.4% 9.0% 9.0% Returnon Com Equity E 9.0% 
.1% 6.4% 2.5% 1.6% 3.7% 1.2% 1.5% 1.7% 2.9% 4.0% 3.0% 3.0% Retained to Com Eq 3.5% 
99% 53% 72% 80% 63% 84% 80% 77% 65% 57% 63% 63% AIIDiv’dstoNetProf 63% 

BUSINESS: DTE Energy Company is a holding company for The 
Detroit Edison Company, which supplies electricity in Detroit and a 
7,600-square-mile area in southeastem Michigan, and Michigan 
Consolidated Gas (MichCon). Customers: 2.1 mill. electric, 1.3 mill. 
gas. Acquired MCN Energy 6/01. Has various nonutility operations 
Electric revenue breakdown: residential. 41 %: commerdal. 33%: in- 

dustrial, 14%; other, 12%. Generating sources: coal, 72%; nuclear, 
14%; gas, 1%: purchased, 13%. Fuel costs: 31% of revenues. ‘10 
reported deprec. rates: 3.3% electric, 2.5% gas. Has 9,800 em- 
ployees. Chairman, President & CEO: Gerard M. Anderson. Inc.: 
Michigan. Address: One Energy Plaza, Detroit, Michigan 48226 
1279. Tel.: 313-2354000. Internet: w.dteenerav.com. 

DTE Energy’s electric utility subsidi- 
ary is awaiting a decision on its rate 
case. Detroit Edison is seeking a rate hike 
of $361 million, based on a return of 
11.125% on a common-equity ratio of 49%. 
The utility is also asking for a change in 
its revenue decoupling mechanism so that 
only the lost volume stemming from ener- 
gy efficiency measures is considered. Thus, 
Detroit Edison would benefit from a re- 
bound in kilowatt-hour sales once the ser- 
vice area’s economy starts to recover. The 
staff of the Michigan Public Service Com- 
mission (MPSC) is recommending a $162 
million rate boost, and an administrative 
law judge is proposing a raise of $156 mil- 
lion. The staff and ALJ are recommending 
a 10.15% return on a common-equity ratio 
of 49%. In April. the utility self- 
implemented an  increase of $107 million, 
under a regulatory mechanism that is 
unique to  Michigan. The MPSC’s order is 
due in October. 
We have raised our 2011 earnings esti- 
mate by $0.15 a share, to $3.60. June- 
quarter profits were better than we ex- 
pected. Our estimate remains within man- 
agement’s targeted range of $3.40-$3.70 a 

share. Even so. profits are likely to decline 
for the year because. in 2010, DTE’s nonu- 
tility investments benefited from high coke 
prices and a federal tax credit that wasn’t 
renewed. We look for earnings growth of 
4% next year, based on improvement a t  
both the utility and nonutility sides of 
DTE’s operations. 
A couple of projects are under devel- 
opment. Detroit Edison is building a 102- 
me awatt wind project a t  an expected cost 
of E250 million. I t  should be in service in 
late 2011 or early 2012. DTE has also 
signed an agreement to build a pipeline 
and gathering project to serve a gas pro- 
ducer. This investment, which will amount 
to about $280 million, should begin service 
in mid-2002. 
By utility standards, this timely stock 
has a yield and 3- to 5-year total re- 
turn potential that are somewhat 
above the industry averages. Our long- 
term projections could prove conservative 
depending upon the success of DTEs 
planned monetization of its acreage in the 
Barnett Shale region of Texas. The compa- 
ny intends t o  do this in 2012 or early 2013. 
Paul E. Debbas, CFA September 23, 2011 
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EDISON INTERNAT'L NYSE-E~X 
IMEUNESS 3 Lowered3111111 Low: High: 1 30.0 14,1 16.1 

,AFEN 3 Raised 11111105 EGY,Y;;Dividends sh 
I 6,3 I 

Lowered9'211 divided b Interes! Rate . . . . Relative )Irice Stengh 
ETA .80 (1.00. Market) 0 iums Yes 

2014- 
Ann'l Total 

"'?@' ind 

Price Gain Return I I w w  
nsider Decisions 

1 0 0 0 0 0 0 0 0  

,sell 0 0 0 1 0 1 0 0 0  
nstitutional Decisions 

3K 0 0 0 1 0 1 0 0 0  

4Q2010 1Q2011 191011 I D-...~..+ .IC . 
OB; ,I ;;;, ;g, 155 I ;"; iji 
0 sell 210 traded 
Ud'sOW 251635 248100 248068 
1995 1996 1997 1998 I999 2000 
18.95 I 20.13 I 24.58 I 29.12 I 27.85 I 35.96 
3.95 445 5.49 6.65 7.20 d.52 
1.66 I 1:64 I 1.75 I 1.86 1 2.03 I d5.84 

6.0% 5.7% 4.2% 3.7% 4.1% 3.9% 
:APITAL STRUCTURE as of 6/30/11 
btal Debt $13397 mill. Due in 5Yrs $2838.0 mill. 
f Debt $12956 mill. LT Interest $773.0 mill. 
LT interest earned: 3.0~) 
.eases, Uncapitalized Annual rentals $1.14 bill. 
'ension Assets-12/10 $3.24 bill. 

Oblig. $4.08 bill. 
'fd Stock $1029 mill. 
.800.198 shs. 4.08%4.78%. $25 Dar. call. $25.50- 

pfd Div'd $59.0 mill. 

k 7 5 l s h .  8,000,000 shs. 5.$9%&.125%, $100 
iar; 1,250,000 shs. 6.5%, $100 liquidation value. 
:ommon Stock 325.81 1.206 shs. 
IS of 8/1/11 
AARKET CAP $13 billion (Large Cap) 

iLECTRlC OPERATING STATISTICS 
2008 2009 2010 

:ChangeRetaiSales(l) +1.1 4 . 4  -2.7 
ivg. lndust Use (MWH 711 669 710 
ivg.IndustRevs. rb#) 6.88 6.95 7.38 
hpauty at Peak (IR", NA NA NA 
leak Lmd, Summer b) 22020 221 12 22771 
mud Load Fad* 6 55.6 53.4 50.7 
i C h a n g e ~ s t o m e r s ~ ~ )  +.3 +.4 +.5 

aCed Charge Cov. (X) 298 268 240 
ZNNUAL RATES Past Past Est'd '08-'10 
ifdange(persh) 
ievenues 
Cash Flow" 
zarnings 
hidends 
3ook Value 

10 Yrs. 
2.5% 
6.5% 

2.5% 
9.5% 

_ -  
5 YE. 
2.5% 
8.0% 

10.0% 
15.5% 
10.5% 

to'14'16 
2.0% 
1.5% 

-7.0% 
2.0% 
4.5% 

tal. QUARTERLY REVENUES ($mill.) FUII 
%dar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 I 3113 3477 4295 3227 14112 
2009 2812 2834 3678 3050 I12374 
2010 I 2810 2742 3788 3069 12409 
2011 I 2782 2983 3535 2900 
2012 2900 3000 3700 3000 

cndar Mar.31 Jun.30 Sep.30 Dec.31 

2009 

12200 
f2600 

Full 
Year 
3.68 

2009 .78 .78 1.08 5 9  3.24 
2010 .70 .62 1.46 .58 3.35 
2011 .62 .54 f.05 .54 2.75 

m. QUARTERLY DIVIDENDS PAID FUII 
Jun.3D Sep.30 Year 

2 9  2 9  1.16 
,305 ,305 1.22 
.31 .31 1.24 
,315 ,315 1.26 

- 

__ 

2012 .65 .55 1.05 .55 2.80 

- Dec.S1 
29 
,305 
.31 
,315 
.32 .32 .32 

RATIO Median: 

NMF 
_ *  1 - _  1 - -  1 3.1% 

11436 11488 12135 10199 
536.1 644.0 738.0 220.0 
NMF 37.8% 22.4% 

17% 1 18% I 1% I NMF 

I I 

49.2 47.2 60.3 55.7 36.7 
30.4 37.9 42.8 26.7 23.1 

1.02/ 1.101 1.181 1.231 1.25 
5.73 I 7.78 I 8.67 I 8.67 I 10.07 

2:;; 1 2;;; I 20.3; j 2;;: 1 3.2; 
325.81 325.81 325.81 325.81 325.81 

.62 1 .70 1 .85 1 .75 1 5 5  

11852 12622 13113 14112 12374 

2.6% 2.6% 2.2% 2.7% 4.0% 

40.9% 1 43.5% I 46.0% 144.5% I 46.5% 
16167 1 17725 I 18375 1 21374 I 21185 

16.7% 1 14.0% 1 13.0% 1 12.8% I 10.8% 
12.2% I 10.1% I 9.2% I 8.6% I 6.7% 

29% 31% 33% I 35% I 41% 
45%: i, formerlv SCECom) is a holdina BUSINESS: Edison International 

company for Southern California Edison (SCE). which supplie; 
electricity to 4.9 million customers in a 50,000 sq. mi. area in cen- 
tral, coastal, and southern California (excl. Los Angeles and San 
Diego). Edison Mission Group (EMG) is an independent power prw 
ducer. Electric revenue breakdown: residenbal, 40%; commercial, 

Edison International's utility subsidi- 
ary has a rate case pending. Southern 
California Edison is seeking increases of 
$824 million next year, $136 million in 
2013, and $532 million in 2014. New 
tariffs will take effect at the start of 2012. 
The current filing does not deal with the 
cost of capital. In April of 2012, SCE will 
put forth a cost-of-capital application. 
The utility's prospects are good. SCE 
is performing well, and its earning power 
rises as its rate base increases. In fact, the 
utility forecasts that its rate base will rise 
at a compounded annual growth rate of 
8%-11% through 2014. Despite the positive 
trends at SCE . . . 
Earnings are headed down in 2011. 
The rise in income we expect from the util- 
ity will be outweighed by a significant 
bottom-line decline at  Edison Mission 
Group (EMG), the nonregulated side of 
Edison International's business. Low 
power prices are the problem. In fact, the 
nonregulated operations are likely to fall 
into the red this year. Management's earn- 
ings guidance of $2.60-$2.90 reflects a 
$0.19-a-share deficit at EMG. compared 
with a profit of $0.59 a share in 2010. We 

- 
- 

2010 
38.09 
8.41 
3.35 
1.27 

13.94 
32.44 

325.81 
10.3 
.66 

3.7% 

12409 
1153.0 
32.1% 

- 

- 
- 
- 

- 
__ 

16.9% 
51.8% 
44.3% 
23861 
24778 
6.3% 

10.0% 
10.4% 
6.5% 
40% 

ustrial. 

__ 

__ 

- 

- 

- 

40.2 Target Price Range 
2014 2015 12016 32.6 

! 120 
! 100 

I ! I i I 80 - -  I 64 

%: other. 9%. Generatina sources: nuclear. 20%: . .  
gas, 8%; coal, 6%; hydro, 5%; purchased,-61%. Fuel costs: 33% of 
revs. 'IO reported deprec. rate (utility): 4.1%. Has 20,100 employ. 
ees. Chairman, President & CEO: Theodore F. Craver, Jr. Inc.: CA. 
Address: 2244 Walnut Grove Ave., P.O. Box 976, Rosemead. CA 
91770. Tel.: 626-302-2222. Internet: www.edison.com. 

expect just a slight earnings recovery for 
the company as a whole in 2012. 
Stricter environmental regulations 
are a concern for Edison Intgrnation- 
al's nonregulated coal-fired assets. In 
the currenr environment of low power 
prices, the company must decide whether 
market conditions justify the capital 
spending needed to keep the plants operat- 
ing in the long run. Although forward 
prices for power to be sold in mid-decade 
suggest that higher environmental costs 
will eventually be reflected in market 
prices, this doesn't necessarily mean that 
Edison will make the upgrades. 
We expect a dividend hike at the 
board meeting in December. This has 
been the pattern in recent years. We esti- 
mate the same $0.02-a-share boost in the 
yearly disbursement as in the past three 
years. Edison wants to  pay out 45%-55% of 
SCEb (not the company's) earnings, so as 
long as the utility's income is rising, divi- 
dend increases are probable. 
This stocks yield is low, by utility 
standards. Total return potential to 2014- 
2016 is unexciting, too. 
Paul E. Debbas, CFA November 4, 2011 



to Buy 

1.54 1 1.59 I 1.62 I 1.64 1 1.66 I 1.66 
2.20 I 1.66 I 2.05 I 1.97 I 2.97 I 6.67 

1 4 . 3  1 14.71 1 14.19 I 14.41 1 13.97 I 14.88 
I 

61 91 I 61 91 1 61 91 I 61 91 I 61 91 I 61 91 
1221 1591 1701 157 I 200 I 124 
.82 1.00 98 82 1.14 .81 

6.5% 1 5.9% I 5.6% 1 5.5% 1 6.6% 1 6.5% 
CAPITAL STRUCTURE a5 of 6/30/11 
Total Debt $3975.8 mill. Due in 5 Yrs $1721.1 mill. 
LT Debt $2860.8 mill. 
Ind. $287.5 mill. 10% equity units subject to 
mandatory conversion in 2012. 
(LT interest earned: 2.0~) 
Leases, Uncapitalized Annual rentals $17.9 mill. 
Pension Assets-12/10 $353.8 mill. 

Pfd Stock $39.0 mill. Pfd Div’d $1.6 mill. 
390,000 shs. 3.80% to 4.50% (all $100 par & 
cum.), callable from $101 to $103.70. 
Common Stock 136,007,431 shs. as of 7129111 
MARKET CAP $2.6 billion (Mid C a d  

LT Interest $192.5 mill. 

Oblig. $91 1.4 mill. 

.. 
ELECTRIC OPERATING STATISTICS 

2008 2009 
%ChangeRetailSdes~) t22.5 +18.1 
Avg. Indust Use (MWH 966 1367 
Avg. lndud Revs. perk ($1 5.23 5.47 
CapatyalPeak(Mw 4164 6336 
Peakload, Sumer/+w) 3495 5347 
Annual Load Fador ( h  52.8 51.3 
X Change Customers lavg.) +.6 -1.2 

- 
2010 
+5.6 
1429 
5.89 

6272 
5531 
52.8 
+.2 

F~ed Charge Cov. (%) 188 144 218 
ANNUAL RATES Past Past Est’d ’08-’10 
ofchange(persh) 1OYrs. 5Yrs. to’14.’16 
Revenues -5% -14.5% 4.0% 
“Cash Flow“ -1 5% -5.5% 5.5% 
Earnings -3.5% -11.5% 6.0% 
Dividends -4.0% -8.0% Nil 
Book Value 4.0% 7.0% 2.0% 

calm QUARTERLY REVENUES (S mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 297.6 335.0 593.6 443.9 1670.1 
2009 419.2 480.5 587.7 477.6 1965.0 
2010 506.9 552.0 728.8 467.8 2255.5 
2011 492.9 565.1 742 500 2300 
2012 550 600 800 550 2500 
Gal- EARNINGS PER SHARE A FUII 

endar Yar.31 Jun.30 Sep.30 Dec.31 Year 
2008 d.07 .15 .92 .06 1.16 
2009 .05 .28 .57 . I O  1.03 
2010 .I5 .47 .96 d.04 1.53 
2011 .01 .31 .73 .15 i.20 
2012 .15 .35 .BO .I5 1.45 

Gal- QUARTERLY DIVIDENDS PAID = FUII 
endar Mac31 Jun.30 Sep.30 Dec.31 Year 
2007 ,415 ,415 ,415 ,415 1.66 
2008 ,415 ,415 ,415 ,415 1.66 
2009 .2075 ,2075 ,2075 ,2075 .83 
2010 ,2075 ,2075 ,2075 ,2075 .83 
2011 ,2075 ,2075 ,2075 

IOd: ‘05. 13dl: ’08. 35d: ‘09. I lhl .  ‘08-’10 EPS 

~~~ ~~ ~~ 

4.70 4.40 4.69 4.75 4.54 3.86 4.24 3.09 3.27 4.12 3.55 3.65 “CashFlo\j’persh 4.75 

1.66 1.66 1.66 1.66 1.66 1.66 1.66 1.66 .83 .83 .83 .83 Div’dDecl’dpershBi 1.10 
4.38 1.91 2.19 2.66 4.49 6.05 6.15 8.86 6.49 4.76 3.75 4.05 Cap’l Spending persh 3.50 

12.59 13.58 13.82 15.35 16.37 16.70 18.18 21.39 20.62 21.26 21.65 21.50 Bookvalue persh C 23.50 
61.91 69.20 69.26 74.37 74.74 80.35 86.23 119.26 135.42 135.71 136.00 155.00 Common Shs Outst’g 0 155.00 

15.9 11.1 12.2 12.6 14.0 18.3 16.3 20.5 16.0 12.1 Boldfigyres are Avg Ann’l PIE Ratio 11.5 

1.59 2.04 2.27 2.46 2.18 1.62 1.86 1.16 1.03 1.53 1.20 1.45EarningspershA 1.75 

.81 I .61 I .70 I .67 I .75 I .99 1 .87 1 1.23 I 1.07 I .78 1 vaiielLine IReiativePIERatio I .75 .81 .61 .70 .67 .75 .99 .87 1.23 1.07 .78 vaiieLine ReiativePIERatio .75 

100.0 129.2 159.0 178.8 164.2 127.6 159.2 119.5 135.6 211.7 165 215 Net Proft ($mill) 280 

6.6% 7.3% 6.0% 5.4% 5.5% 5.6% 5.5% 7.0% Avg Ann’l Div’d Yield 5.5% 
1461.9 1861.9 2149.5 2464.0 2604.9 2675.3 3267.1 1670.1 1965.0 2255.5 2300 2500 Revenues ($mill) 3000 

16.6% 27.2% 24.2% 24.1% 18.7% 27.0% 30.7% 34.5% 25.0% 31.7% 34.0% 34.0% IncomeTax Rate 34.0% 

5.0% 4.5% eriimaies 
.. . 

6.6% 7.3% 6.0% 5.4% 5.5% 5.6% 5.5% 7.0% Avg Ann’l Div’d Yield 5.5% 
1461.9 1861.9 2149.5 2464.0 2604.9 2675.3 3267.1 1670.1 1965.0 2255.5 2300 2500 Revenues ($mill) 3000 

16.6% 27.2% 24.2% 24.1% 18.7% 27.0% 30.7% 34.5% 25.0% 31.7% 34.0% 34.0% IncomeTax Rate 34.0% 

5.0% 4.5% eriimaies 

100.0 129.2 159.0 178.8 164.2 127.6 159.2 119.5 135.6 211.7 165 215 Net Proft ($mill) 280 
~ ~~ 

12.8% 1 1.0% I 1.8% I 2.0% I 2.1% I 8.4% I 10.6% 146.8% I 57.0% I 25.7% I 6.0% 1 7.0% IAFUDCXtoNet Profit I 4.0% 
53.1% I 53.5% I 53.8% I 44.8% I 47.5% I 30.6% I 40.7% I 49.7% I 53.2% 1 50.2% I 52.0% I 50.5% ILong-Term Debt Ratio I 51.0% 
44.6% I 44.7% I 44.4% I 53.4% 1 50.9% I 67.5% I 57.9% I 49.6% I 46.2% I 49.2% I 47.5% I 49.0% ICommon Equity Ratio 
1747.4 1 2102.8 I 2154.6 I 2137.1 1 2403.3 I 1988.4 I 2709.8 I 5146.2 I 6044.5 I 5867.6 I 6210 I 6840 ]Total Capital ($mill) 

1 48.5% 
1 7500 

2623.7 1 2604.1 I 2700.9 I 2734.5 I 2765.6 I 3066.2 I 3444.5 I 6081.3 I 6651.1 I 6892.3 I 7085 I 7365 lNet Plant ($mill) . I 7925 
7.5% 1 7.7% I 9.0% I 10.1% 1 8.2% I 7.9% I 7.5% I 3.5% I 3.9% I 5.3% I 4.5% I 4.5% IReturn on Total Cap’l I 5.5% 

12.2% 13.2% 16.0% 15.1% 13.0% 9.2% 9.9% 4.6% 4.8% 7.2% 5.5% 6.5% ReturnonShr.Equity 7.5% 
12.6% 13.6% 16.4% 15.5% 13.3% 9.4% 10.1% 4.6% 4.8% 7.3% 5.5% 6.5% Returnon ComEquity E 7.5% 

NMF 2.3% 4.4% 5.1% 3.2% NMF .9% NMF .9% 3.4% 2.0% 2.5% Retained to Com Eq 3.0% 
104% 83% 73% 68% 76% 104% 91% NMF 81% 54% 68% 57% All Div’dstoNetProf 62% 

BUSINESS: Great Plains Energy Incorporated is a holding compa- other, 12%. Generating sources: coal. 66%; nudear, 14%; gas & 
ny for Kansas City Power & Light and two other subsidiaries, which oil, 2%; wind, 1%; purchased, 17%. Fuel costs: 29% of revs. ‘10 re- 
supply electricity to 825,000 customers in western Missouri (71% of ported deprec. rate (utility): 3.0%. Has 3,000 employees. Chairman 
revenues) and eastern Kansas (29%). Acq’d Aquila 7/08. Sold Stra- & CEO: Michael J. Chesser. President & COO: Terry Bassham. 
tegic Energy (energy-marketing subsidiary) in ‘08. Electric revenue Inc.: MO. Address: 1200 Main St., Kansas City, MO 64105. Tel.: 
breakdown: residential, 41%; commercial, 38%; industrial, 9%; 816-556-2200. Internet: www.greatplainsenergy.com. 

This has been a difficult year for 
Great Plains Energy. An extended out- 
age at the Wolf Cr&k nuclear plant cut 
share earnings by $0.05 in the June quar- 
ter. Flooding in the Midwest has reduced 
the amount of coal that can be delivered to 
the company’s plants. The reliance on 
more-costly sources of power is a problem 
for Kansas City Power & Light, which 
lacks a fuel adjustment clause in Missouri. 
This will lower profits by an estimated 
$0.08-$0.12 a share in the second half of 
2011. And, the weak economy is lessening 
the demand for power. Any volume growth 
this year is likely to  come from the effects 
of an unusually hot summer. Finally, the 
service area was hit with severe storms in 
August. Not all has gone wrong; in June, 
the utilities received rate hikes in Mis- 
souri. All told, Great Plains figures profits 
will wind up in a range of $1.10-$1.25 a 
share this year. We have trimmed our esti- 
mate by a nickel a share, t o  $1.20. 
Regulatory lag is a problem. The 
normal delay in recovering costs will hurt 
share net by an estimated $0.20 this year 
and $0.22 next year. To combat this prob- 
lem, the utilities plan to file rate cases in 

~~ 

late 2011 or early 2012. They also want 
the states to institute regulatory mechan- 
isms, such as rate riders and cost trackers, 
that will enable quicker cost recovery. 
We were too optimistic about the com- 
pany’s prospects for 2012. In our June 
report, we forecasted earnings of $1.60 a 
share next year, but upon reporting June- 
quarter results, management issued guid- 
ance of $1.35-$1.55 for 2012. So we cut our 
estimate by $0.15. We now believe a divi- 
dend hike won’t come until 2013, although 
we don’t rule one out in 2012. Great Plains 
is targeting a payout ratio of 50%-70%. 
The Kansas commission approved a 
project for environmental retrofits to 
the LaCygne coal-fired station. The 
portion of the $615 million project that is 
allocated to  Kansas will be $281 million. 
The rest of the costs are allocated to Mis- 
souri. The utility will have to recover the 
expenditures through a general rate appli- 
cation in each state. 
We believe this stocks yield isn’t high 
enough to compensate investors for 
the uncertainties that the company is 
facing. 
Paul E. Debbas, CFA September 23, 2011 

, .  . ~ . . .  . , .  . . .  
0 2011, Value Line Publishin LLC All ri hts reserved. Factual 
THE PUBLISHER IS NOT REjPONSIBLE ?OR ANY ERRORS 0 
01 it may be reproduced. resold, slued or Vanmmed in any printed. 



4Q2b1b 
oBuy 97 
DSdl 81 

2.31 2.60 2.09 2.04 
12.77 12.87 13.16 12.72 
63.79 I 64.23 I 64.43 i 65.98 
13.2 1 134 12.1 I 12.9 

:APITAL STRUCTURE as of 6/30/11 
iota1 Debt $1440.0 mill. Due in 5 Yrs $300.9 mill. 
.T Debt $1382.5 mill. 
nd. $50 mill. 6.5% oblig. pfd. sec. of trust subsid. 
LT interest earned: 3.2~) 
'ension Assets-12/10 $832.4 mill. 

Oblig. $1.17 bill. 
'fd Stock $34.3 mill. 
1,114,657 shs. 4%% to 5'/4%, $20 par. call. $20 to 
21; 120,000 shs. 7U%, $100 par. call. $100. 
sinking fund ends 2018. 
:ommon Stock 95,877,318 shs. 
IS of 7/21/11 
dARKET CAP $2.4 billion (Mid Cap) 

LT Interest $76.0 mill. 

Pfd Div'd $2.0 mill. 

Cal- 

2008 
2009 
2010 
2011 
2012 

Cal- 

2008 
2009 
2010 
2011 

endar 

- 

endar 

QUARTERLY REVENUES (I mill.) 

729.6 774.1 915.4 799.8 

619.0 655.7 694.6 695.7 

Mar.31 Jun.30 Sep.30 Dec.31 

.28 3 7  .35 

I Full 

3218.9 
2309.6 
2665.0 

1.21 
f.30 

2012 1 3: .3: :I .3: 1 1.45 
Gal- QUARTERLY DIVIDENDS PAID a t F U I ~  

endar Mar.31 Jun.30 Se .30 Dec.31 Year 
2007 1.24 
2008 .31 3 1  31 31 1.24 
2009 .31 .31 .31 .31 1.24 
2010 .31 .31 .31 .31 1.24 
2011 .31 .31 .31 

3.33 I 3.52 I 3.54 I 3.09 1 3.22 1 3.19 I 3.01 I 2.72 I 2.59 I 2.88 I 3.05 I 3.30 1"Cash Flow" Dersh 1 3.75 ~~ 

1.60 1.62 1.58 1.36 1.46 1.33 1.11 1.07 .91 1.21 1.30 1.45 Earningsperih A 2. 00 
1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 1.24 Div'dDed'dpershBmt 1.30 
1.77 1.74 2.15 2.66 2.76 2.58 2.62 3.12 3.29 1.92 3.15 3.60 Cap'i Spending persh 6.00 

13.06 14.21 14.36 15.01 15.02 13.44 15.29 15.35 15.58 15.67 15.85 16.05 BookValuepersh C 18.00 
71.20 73.62 75.84 80.69 80.98 81.46 83.43 90.52 92.52 94.69 96.00 96.00 Common Shs Outst'g D 108.00 

50  .74 .79 1.01 .97 1.10 1.15 1.40 1.32 1.18 ValueLine RelativePIERatio .80 
11.8 13.5 13.8 19.2 18.3 20.3 21.6 23.2 19.8 18.6 Boldfiguresare Avg Ann'l PIE Ratio 12.0 

6.6% I 5.7% I 5.7% I 4.8% 1 4.6% I 4.6% I 5.2% I 5.0% I 6.9% 1 5.5% 1 es'i?tes IAva Ann'iDiv'dYield I 5.5% ... 4 I 1 

1727.3 I 1653.7 I 1781.3 I 1924.1 I 2215.6 1 2460.9 I 2536.4 I 3218.9 I 2309.6 I 2665.0 I 3100 I 3450 IRevenues Ifmill) I 4350 
109.8 I 120.2 1 120.1 I 109.6 1 120.3 1 109.9 I 93.6 I 92.2 I 84.9 I 115.4 I 125 1 140 INet Profit($millj 1 210 

34.6% I 34.6% 1 34.9% 1 45.8% 1 36.4% 1 36.5% I 35.4% I 34.7% I 34.1% I 37.0% I 35.0% I 35.0% IlncomeTaxRate 1 32.0% 
5.9% 4.8% 5.1% 7.6% 5.9% 8.4% 8.3% 14.2% 20.6% 7.4% 6.0% 8.0% AFUDC % to Net Profit 26.0% 

56.9% 52.0% 48.6% 47.6% 45.2% 49.9% 47.6% 46.0% 48.0% 44.5% 45.0% 46.5% LongTerm Debt Ratio 46.0% 
41.6% 46.5% 49.8% 51.0% 53.3% 48.6% 51.0% 52.7% 50.7% 54.3% 53.5% 52.5% Common Equity Ratio 53.0% 
2235.8 2251.0 2186.9 2375.1 2283.9 2252.7 2501.8 2635.2 2840.8 2732.9 2840 2945 Total Capital ($mill) 3700 
2067.5 2079.3 2311.9 2422.3 2542.8 2647.5 2743.4 2907.4 3088.6 3165.9 3295 3465 Net Plant ($mill) 4500 

6.7% 7.3% 7.3% 6.0% 6.8% 6.4% 5.2% 4.7% 4.3% 5.6% 5.5% 6.0% ReturnonTotal Cao'l 7.0% 
11.4% 11.1% 10.7% 8.8% 9.6% 9.7% 7.1% 6.5% 5.8% 7.6% 8.0% 9.0% Returnon Shr. Equ'ity 10.5% 
11.6% 11.3% 10.8% 8.9% 9.7% 9.9% 7.2% 6.5% 5.8% 7.7% 8.0% 9.0% ReturnonComEquityE 10.5% 
4.4% 4.3% 3.9% 1.1% 1.5% .7% .8% .5% NMF 1.4% .5% 1.5% Retained toCom Eq 3.5% 
63% 63% 64% 87% 85% 93% 89% 93% NMF 82% 95% 86% AIIOiv'dstoNetProf F 67% 

BUSINESS: Hawaiian Electric Industries. Inc. is the parent compa- rev. breakdown: res'l, 33%: comm'l, 34%: large light 8 power, 32%; 
ny of Hawaiian Electric Company (HECO) 8 American Savings other, 1%. Generating sources: oil, 60%; purchased, 40%. Fuel 
Bank (ASB). HECO 8 its subs., Maui Electric Co. (MECO) 8 Hawaii costs: 54% of revs. '10 reported depr. rate (util,): 3.5%. Has 3,400 
Electric Light Co. (HELCO), supply electricity to 446,000 customers empls. Chairman: Jeffrey N. Watanabe. Pres. 8 CEO: Constance 
on Oahu, Maui, Molokai, Lanai, 8 Hawaii. Operating companies' H. Lau. Inc.: HI. Address: 900 Richards St., P.O. Box 730, 
svstems are not interconnected. Disc. int'l power sub. in '01. Elec. Honolulu. HI 96808-0730. Tel.: 808-543-5662. Web: www.hei.com. 

Hawaiian Electric Industries is trying 
to narrow the gap between its utili- 
ties' allowed and earned returns on 
equity. In recent years, the allowed re- 
turns on equity of HEI's three utilities 
have been 10% or higher. The utilities 
haven't come close to earning their al- 
lowed ROES due to rising expenses and 
declining kilowatt-hour sales that resulted 
from the weak economy and energy effi- 
ciency measures. For the 12 months that 
ended on June 30th. their combined ROE 
was just 5.81%. So, the company proposed 
regulatory mechanisms that decouple elec- 
tric revenues and electric volume and pro- 
vide for annual rate adjustments for capi- 
tal spending and higher operating and 
maintenance expenses. HEI's largest utili- 
ty, Hawaiian Electric Company (HECO), 
has already been granted these mechan- 
isms (and is benefiting from an interim 
rate hike of $53.2 million), but the annual 
adjustments will occur on June lst, not at 
the start of the year. This will make it 
harder for HECO to accomplish its target 
of earning an ROE that is within one per- 
centage point of its allowed ROE of 10% in 
2012. 

Maui Electric Companv IMECO) has 
filed a rate case, &d fiawaii Electric 
Light Company (HELCO) will follow 
suit in 2012. MECO is seeking a tariff 
hike of $27.5 million (6.7%). based on a re- 
turn of 11% on a 56.85% common-equity 
ratio. Once MECO and HELCO receive in- 
terim rate orders, they will begin t o  bene- 
fit from the same regulatory mechanisms 
under which HECO now operates. 
The new regulatory mechanisms 
should boost the company's earning 
potential. Another benefit to the bottom 
line is the improved return on assets at  
American Savings Bank. However, it ap- 
pears as if the earnings recovery will come 
more slowly than we had anticipated, so 
we have cut our 2011 and 2012 share- 
earnings estimates by $0.10 and $0.05, 
respectively. 
We are not enthusiastic about these 
shares. Despite the lack of dividend 
growth for more than a decade-and the 
likelihood of no increase for a few more 
years-the yield is less than one percent- 
age point above the utility average. That is 
not an attractive valuation, in our view. 
Paul E. Debbas, CFA November 4, 2011 
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nstitutional Dec is ions  

;? ~I 7; ~ ;' I 62 1 - W O W  33237 34091 34537 
1995 1996 1997 1998 1999 2000 
14.51 15.38 19.90 29.83 17.50 27.10 

{ j  81 traded 

3.89 I 4.05 I 4.22 I 4.69 1 4.50 I 5.63 

7.2%1 6.1%1 5.9%1 5.4%1 6.0%1 4.9% 
:APITAL STRUCTURE as of 6/30/11 
rota1 Debt $1489.0 mill.Due in 5 Yrs $295.0 mill. 
.T Debt $1487.3 mill. 
LT interest earned: 3.0~) 

'ension Assets-12/10 $397.0 mill. 

LT Interest $75.0 mill. 

Oblig. $569.9 mill. 

Vd Stock None 

:ommon Stock 49,711.638 shs 
3s of 7/29i11 

HARKET C A P  $2.0 billion (Mid Cap) 

ILECTRIC OPERATING STATISTICS 
2008 2009 

iChangeRelailSales(KWH) +.l -4.1 
\vg. lndud Use (MWH NIA NIA 
\vglndustRm.perhH(() 3.65 4.51 
hpadtyatPeak[Mw N/A N/A 
'eaXLoad,Sumer[L) 3214 3014 
huaiLmdFador(ib NIA NIA 
IbChangeCuslm&m/r-end) +1.6 +.6 

- 

2010 
-3.1 
NIA 

4.50 
N/A 

2714 
NIA 
+.4 

bd Charge COY. (x) 261 280 278 
4NNUAL RATES Past Past Est'd '08-'10 
ifchange(persh) 10Yn. 5Yrs. to'16'16 
Revenues -1.5% 1.0% 2.5% 
Cash Flow" - -  5.0% 4.0% 

E ami n g s -.5% 11.0% 4.0% 
Dividends -4.5% -2.5% 4.0% 
300k Value 3.5% 4.5% 5.0% 

tal. QUARTERLY REVENUES($ mill.) F ~ I I  
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
moa 213.4 230.2 299.7 217.1 960.4 

enzar I Mar.31 Jun.30 Sep.30 Dec.31 I Year 
2008 I .48 .39 1.14 .i7 I 2.18 
2009 .40 .59 1.16 .49 2.64 
2010 .34 .82 1.39 .40 2.95 

2012 .60 .55 1.35 .55 3.05 
Gal. QUARTERLY DIVIDENDS PAID B t m  FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 .30 .30 .30 .30 1.20 
2008 .30 .30 .30 .30 1.20 
2009 .30 .30 .30 .30 1.20 
2010 .30 .30 .30 .30 1.20 
2011 .30 .30 .30 

2011 .EO .42 1.60 .4a 3.10 

3.35 1.63 .96 1.90 1.75 2.35 1.86 2.18 2.64 2.95 3.10 3.05 Eamingspersh A 3.30 
1.86 1.86 1.70 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20 1.20Div'dDecl'dpershBt. 1.50 
4.78 3.53 3.89 4.73 4.53 5.16 6.39 5.19 5.26 6.85 6.50 6.00 Cap'lSpendingpersh 6.70 

23.15 23.01 22.54 23.88 24.04 25.77 26.79 27.76 29.17 31.01 32.50 33.65 Bookvalue Dersh C 39.20 _ _ ~  ~ . . ~  ~~ 

37.63 j 38.02 i 38.34 j 42.22 i 42.66 j 43.63 i 45.06 i 46.92 1 47.90 j 49.41 j 50.w j 50.50 i common sds outstig 0 j 51.00 
11.4 I 18.9 I 26.5 I 15.5 I 16.7 I 15.1 I 18.2 I 13.9 I 10.2 I 11.8 1 Boldfighreran IAvqAnn'lPlERatio I i3.0 
.58 1.03 1.51 .82 .89 .82 .97 .84 58 .76 VaJueLine ReiativePlERatio .85 

4.9% 6.0% 6.7% 4.1% 4.1% 3.4% 3.5% 4.0% 4.5% 3.4% Avg Ann'l Div'd Yteld 3.6% 
5648.0 928.8 782.7 w . 5  859.5 926.3 879.4 I 960.4 1049.8 1036.0 iiaa ma Revenues($mill) 
130.0 66.3 40.1 77.8 63.7 100.1 82.3 98.4 124.4 142.5 155 f55 Net Proft ($mill) 170 

33.3% - -  .- _ -  16.9% 13.3% 14.3% 16.3% 15.2% NMF 15.0% 30.0% IncomeTaxRate 30.0% 
3.1% 3.0% 7.5% 3.9% 4.7% 4.0% 9.7% _ -  - -  - -  Nil Nil AFUDC% to Netprofit Nil 

46.4% 49.2% 50.8% 49.3% 50.0% 45.2% 48.9% 47.6% 50.2% 49.3% 47.0% 47.0% Lona-Term Debt Ratio 49.0% 
47.9% I 47.9% I 46.4% 1 50.7% I 50.0% I 54.8% I 51.1% 152.4% I 49.8% I 50.7% I 53.0% 1 53.0% IConhonEquity Ratio I 51.0% 
1818.0 I 1826.9 I 1862.5 1 1987.8 I 2048.8 I 2052.8 I 2364.2 I 2485.9 I 2807.1 I 3020.4 I 3045 1 3200 /Total Capital [$mill) I 3900 
1886.0 1 1906.5 I 2088.3 I 2209.5 I 2314.3 1 2419.1 I 2616.6 I 2758.2 1 2917.0 I 3161.4 I 3250 j 3400 /Net Plait ($mill) . I 4050 

8.7% 1 5.1% 1 3.7% I 5.3% I 4.5% I 6.2% I 4.7% 1 5.3% I 5.7% I 6.0% I 6.0% 1 6.0% IRetumonTotal Cap'l I 5.5% 
13.3% 7.1% 4.4% 7.7% 6.2% 8.9% 6.8% 7.6% 8.9% 9.3% 9.5% 9.0% ReturnonShr. Equity 8.5% 
14.4% 7.0% 4.2% 7.2% 6.2% 8.9% 6.8% 7.6% 8.9% 9.3% 9.5% 9.0% Return on Com Equity E 8.5% 
6.3% NMF NMF 2.7% 1.3% 4.3% 2.4% 3.4% 4.8% 5.5% 6.0% 5.5% Retained to Com Eq 4.5% 
58% 113% NMF 65% 80% 51% 64% 55% 46% 41% 39% 39% AllDiv'dstoNetProf 45% 

Revenue breakdown: residential, 39%; commercial, 22%; industrial, 
13%; other, 26%. Fuel and purchased power cost: 30% of '10 reve- 
nues: 2010 depreciation rate: 3.0%. Fuel sources: hydro, 51%; 
thermal, 49%. Has 2,032 employees. Chrmn. 8 CEO: J. LaMont 
Kean. inc.: Idaho. Address: 1221 W. Idaho St, Boise, ID. 83702. 

BUSINESS: IDACORP, Inc. is the holding company for Idaho 
Power, a ublity that operates 17 hydroelectric generation develop- 
ments, 2 natural gasdred plants, and partly owns three coal plants 
across Idaho, Oregon, Wyoming, and Nevada. Service tenitory 
covers 24,000 square miles with estimated population of one mil- 
lion. Sells electricity in Idaho (95% of revenues) and Oregon (5%). 

IDACORP recently filed a general 
rate case settlement stipulation. 
Recall, Idaho Power filed a general rate 
case back on June 1st requesting an addi- 
tional $82.6 million in annual revenues. 
The increase was comprised of approxi- 
mately $71.3 million related to revenue re- 
quirement categories other than net power 
supply expenses (non-NPSE) and $11.3 
million associated with net power supply 
expenses (NPSE). However, several issues 
in the case were contested, resulting in 
IDA filing a settlement stipulation on Sep- 
tember 23rd. The stipulation provides for 
a decrease of $25.8 million of the re- 
quested non-NPSE recovery, resulting in a 
$45.5 million increase in the non-NPSE 
components. The stipulation also provides 
that $22.8 million associated with the 
recovery of NPSE would not be included in 
base rates, but would instead be eligible 
for 100% cost recovery through Idaho 
Power's power cost adjustment mechan- 
ism. If approved, it would result in a 
4.07% overall increase in the utility's base 
rate revenues, effective January 1, 2012. 
We view the settlement stipulation 
Dositivelv. Although the full amount was 

Telephone: 208-388-2200. Internet: w.idacorpinc.com. 

denied, IDA still receives nearly two-thirds 
of its original non-NPSE request, which 
seems relatively fair given thk regulatory 
environment in Idaho. The utility should 
be able to  earn decent returns in 2012. 
Langley Gulch is on pace for a mid- 
2012 completion. The 300-megawatt nat- 
ural gas-fired plant will immediately be- 
come a foundational piece of IDA'S energy 
portfolio. The company may still need to 
tap equity markets t o  shore up financing. 
The yield is lacking relative to the in- 
dustry. Shares of IDA are currently yield- 
ing 3.0%, more than one full percentage 
point below the 4.2% utility group average. 
Indeed, the payout ratio has been on the 
decline for the past several years. How- 
ever, with the steady earnings growth we 
project out to 2014-2016, we believe direc- 
tors may be in a position to  increase the 
dividend at some point over this time. 
Investors seeking utility exposure 
may find better options elsewhere 
within the group. Based on our es- 
timates, total return potential over the 3 
to 5-year period is below average by utility 
standards. 
Michael Rattv 

- .  

November 4. 2011 
_I Y 

4) EPS diluted. Exd. nonrecurring gains Aug., and late Nov. m Div'd reinvestment plan lowed on com. eq. in Idaho in '08: 10.5%; Company's Financial Strength B+ 
100 
45 

05s): '00; 22$; '03, 26$; '05. (248); '06, 17$. avail. t Shareholder investment plan avail. (C) earned on avg. system corn. eq., '10: 9.3%. 
lext earnings report due early Nov. (B) Div'ds Incl. deferred debits, In '10: $17.12/sh. (D) In Regulatory Climate: Above Average. l- istoricallv oaid in late Feb.. late Mav. late mill. (El Rate Base: Net orioinal cost. Rate al- 
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Trailing: 141 RELATIVE 48,20 I ETIO 14.4 (Median: I~.o)/ PIE RATIO INTEGRYS ENERGY NYSE-TEG 
IlMELlNESS 3 New3126nO ;:$:I 2::; I "3;: I 
SAFETY 2 Raised 6R4Ill .LEGEDF;Dividends sh 
TEC"lCAL Lowered '"" divided b lnteres! Rate 

BETA .90 ( l . W =  Market) 0 tims Yes 
. . . . Relalfve $ r i a  S@nength 

2014-16 PROJE-. 

Price Gain Return I 

Ann'l Total 

High 55 (+15% 8% %,I++& 

Low 40 (-Is%] 2% 1111 

Ins ider  Dec is ions  

I 
60.0 
47.7 
- 

WP! - 

- 
50.5 
43.5 

- 
54.4 
40.5 

42.7 
30.5 

54.0 
42.8 

Target Pr ice  Rangc 
2014 I2015 12016 

- ,..* ...... - 

d 2005 
173.37 

7.40 
4.09 
2.24 

10.31 
32.47 
40.16 

13.4 
.71 

6962.7 
157.4 

22.9% 
1.0% 

39.0% 
58.7% 
2222.4 
2049.4 

8.0% 
11.6% 
11.8% 
5.3% 
56% 

- 

- 
~ 

4.1% - 

- 

- 

__ 

- 

__ 

- 

1 1 2  %TOT. RETURN 8111 8 

IOBUy 0 0 1 0 0 0 0 0 0  
options 0 0 0 011 4 0 3 0 
IoSell 1 0 0 0 0 8 1 4 0 
Inst i tu t ional  Dec is ions  

lntegrys Energy Group was created as a 
holding company on February 21, 2007 to 
oversee the entire ooerations of the recentlv 

+ 

2010 
67.27 
6.70 
3.24 
2.72 
3.35 

37.57 
77.35 
14.7 
.94 

5.7% 

5203.2 
255.9 

40.4% 
.7% 

42.2% 
56.8% 
5118.5 
5013.4 

6.2% 
8.7% 
8.7% 
2.3% 
74% 

- 

- 

__ 
__ 

- 

__ 

__ 

- 

__ 

__ 

.....e 

2 
63.20 

6.65 
3.30 
2.72 
5.40 

37.80 
78.30 

Bold fi  
valu 
es ti 

- 

- 
__ 

- 
rn 2004 
131.26 

6.98 
4.07 
2.20 
7.78 

29.30 
37.26 
11.5 
6 1  

4.7% 

4890.6 
156.2 

16.1% 
1.7% 

43.1% 
54.4% 
2008.6 
2002.6 

8.8% 
13.7% 
14.0% 
6.6% 
54% 

___ 

- 
__ 

- 

- 

- 

__ 

- 

__ 

THIS VLARITH.' 
STOCK INDEX 

1 yr. 9.1 19.4 
3yr. 16.2 26.8 
5yr. 30.5 33.1 

2012 ' &VALUELiNEPUB.LLC 1'4-16 
65.15 Revenues per sh 73.50 
6.95 "Cash Flow" per sh 8.00 
3.50 Earnings per sh A 4.00 
2.72 Div'd Decl'd per sh t 2.72 
7.60 Cap'l Spending per sh 7.75 

38.65 Bookvalue per sh C 41.75 
78.30 Common Shs Outst'g 78.30 

ws am Avg Ann'l PIE Ratio 12.0 
.he Relative PIE Ratio .80 

Avg Ann'l Div'd Yield 5.7% 
5100 Revenues ISmillI 5750 

lleS 

E 
85.80 
5.27 
2 74 
2 08 
7 98 

22 96 
31.1 8 
12 5 
64 

6 1% 
!675 5 

80 7 

- 

- 
- 

- 

- 
5 6% 

- _  - 
47.1% 

15448 

6.8% 
9 9% 

10.8% 
2 7% 
16% 

46.3% 
14636 

- 

2002 
83.55 
5.91 
2.74 
2.12 
7.16 

24.45 
32.01 
14.0 
.76 

5.5% 

2674.9 
94.4 

20.8% 
3.2% 

48.3% 
45.8% 
1708.3 
1610.2 

7.0% 
10.7% 
11.7% 
3.1% 
74% 

- 

~ 

__ 
- 

- 

- 

- 

- 

- 

goJ 
117.07 

6.23 
2.76 
2.16 
4.77 

27.18 
36.91 
14.9 
.85 

5.3% 

4321.3 
94.5 

26.3% 
2.5% 

45.3% 
52.1 % 
1926.2 
1028.7 

6.1% 
9.0% 
9.1% 
2.0% 
79% 

- 

__ 
- 

- 

- 

__ 

~ 

- 

- 

160.01 135.44 184.86 98.71 

:::: I ;::; I ;::; I il:;: merged WPS Resources and Peoples En& 
gy. WPS acquired Peoples in an agreement 
under which each common share of 
Peoples was converted into 325 share of 
WPS common. The combination took the 
new name of lntegrys Energy Group. All 
data on this page prior to 2/21/07 are for 
WPS Resources only. 
CAPITAL STRUCTURE as of 6130111 
Total Debt $2340.1 mill. Due in  5 Yrs $1000.6 mill. 
LT Debt $2131.6 mill. LT Interest $1 19.4 mill. 
(LT interest earned: 4.2~) 
Leases, Uncapitalized Annual rentals $9.8 mill. 
Pension Assets-11/10 $1.08 bill. 

Oblig. $1.42 bill. 
Pfd Stock $51.1 mill. 
510,626 shs. 5.00% to 6.88%, callable $101 to 
$107.50: sinkina fund beaan 11/1/79. All cumula- 

Pfd Div'd $3.1 mill. 

4950 
265 

38.0% 
2.0% 

39.0% 
60.0% 

4920 
5175 
6.5% 
9.0% 
9.0% 
1.5% 
81% 

- 

- 

- 

- 

__ 

1 315 280 1 Net Profa ($milli 
38.0% /Income Tax Rate I 38.0% 

.5% I .7% I 5.8; 1 4.5; 
44.8% 40.8% 42.1 45.1 

tive. $100 par. 
Common Stock 78,287,906 shs. 
as of 7/28/11 
MARKET CAP: $3.8 billion (Mid Cap) 

tive. $100 par. 
Common Stock 78,287,906 shs. 
as of 7/28/11 
MARKET CAP: $3.8 billion (Mid Cap) 

9.6% I 5.5% I 4.0% I 6.1% 

ELECTRIC OPERATING STATISTICS 
1008 2009 2010 

%&an eRelalSales(KWH) -1.9 -4.3 +3.2 
Avg C l l  Use (KWH 14412 NA NA 
Avg.C&lRevs.pech(f) 7.52 NA NA 

Peakload Summer 1,) 2171 2403 2421 
Annual Load FadorA NA NA NA 
~~angeCustmea/ye~) t .5  +.2 t .4 

Fixed C h a p  Cw. (b) 149 219 314 
ANNUAL RATES Past Past Est'd '08-'IO 
ofchange(persh) 1OYrs. 5Yrs. to'16'16 

CapadtyalPeak(hhv NA 3346 3078 

Revenues 8.5% -3.5% -7.5% 

Earnings 1.0% -8.0% 9.0% 
"Cash Flow" _ _  -4.0% 6.0% 

Dividends 3.0% 4.0% Nil 
Book Value 7.0% 5.5% 7.5% 

I I I 

a holding company for al, 297 Busir SS: lntegrys Energy Group, Inc. 
Wisconsin Public Sewice. Peoples Gas, and four other utility sub sources: coal, 62%; other, 4%: purchased, 34%. Fuel costs: 64% of 
sidiaries. Has 491,000 electric customers in WI and MI, 1.7 million revenues. '10 deprec. rates (utility): 2.4%-3.6%. Has 4,600 employ- 
gas customers in WI, IL, MN, and MI. Also has retail electric and ees. Chairman, President 8 Chief Executive ORcer: Charles A. 
oas marketino ooerations in the Northeast and Midwest. Electric Schrock. Inc.: WI. Address: 130 East Randoloh Street. Chicaao. IL 

larg commercia , industrial, 19%; other. 23%. Generating 

. _ . . ~  
kvenue breaGdown: residential. 29%: small commercial 8 industri- 60601. Tel.: 312-228-5400. Internet www.inte'anmroun.com. 

Integrys Energy's utilities have five 
rate cases pending. After a disappoint- 
ing rate order in Wisconsin took effect in 
early 2011, Wisconsin Public Service put 
forth a "limited reopener" regulatory filing 
in which the utility sought an  electric 
tariff increase of $32.2 million. A ruling is 
expected by yearend. In Michigan, Upper 
Peninsula Power is seeking an  electric 
rate hike of $7.7 million, based on a 
10.75% return on equity. The utility will 
self-implement a rate increase at  the start 
of 2012, and the commission's order is due 
in mid-2012. On the gas side, the compa- 
ny's two utilities in Illinois are seeking a 
total increase of $12 1.8 million, based on a 
10.85% ROE. The state commission's staff 
is recommending a total raise of $46.8 mil- 
lion, based on an ROE of just  8.75%. A rul- 
ing is due by mid-January. In Minnesota, 
the utility is requesting a $15.6 million 
increase, based OR a 10.75% ROE. It is 
now collecting interim rate relief of $7.5 
million (subject to refund). A decision is 
targeted for the first quarter of 2012. 
The utilities' inability to earn their al- 
lowed ROES is an ongoing problem. 
That's why so many rate cases are pend- 

ing. Integrys estimates that this shortfall 
will hurt net profit by $37 million in 2011. 
(The comparable figure for 2010 was $20.4 
million.) Rate relief will narrow the gap, 
but almost certainly won't eliminate it. 
Integrys Energy Services isn't experi- 
encing the growth  that management 
expected, following a major restructuring 
in 2010 that refocused this operation both 
in product line and geographically. Market 
conditions haven't been as good as expect- 
ed for retail energy providers such as In- 
tegrys. (Management still likes this busi- 
ness and has no plans to  exit it.) Thus, we 
have cut our 2011 and 2012 share- 
earnings estimates by $0.10 each year; to 
$3.30 and $3.50, respectively. Our 2011 es- 
timate is within the company's targeted 
range of $3.24-$3.44. 
This  stocks main attraction is its high 
dividend yield. I t  is more than one per- 
centage point above the utility mean. How- 
ever, the stock is already trading within 
our 2014-2016 Target Price Range, and 
the lack of dividend growth potential sug- 
gests that  it has little appeal for the long 
term. 
Paul E. Debbas, CFA September 23, 2011 
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QUARTERLY REVENUES ($mill.) F ~ I I  
Mar.31 Jun.30 Sep.30 Dec.31 Year 
3989 3417 3223 3419 14048 
3201 1428 1298 1573 7499.1 
1903 1015 998 1287 5203.: 
1627 1011 fOf2 f300 4950 
1650 1050 1050 1350 5100 

EARNINGS PER SHARE A Full 
Mar31 Jun.30 Sep.30 Dec.31 Year 

1.71 .31 d.77 .27 1.58 
.89 .45 .63 .31 2.28 
.95 .82 .56 .91 3.24 

1.56 .38 .51 .85 3.30 
3.50 

Full 
Year 
2.5E 
2.6E 
2.7; 
2.7i 

- 

__ endar 
2007 
2008 
2009 
2010 
2011 

A) Dil'; 
i3.24: 

- 

- 
ly paid mid-Mar., June, Sept., and Dec. nal cost. Rate allowed on com. eq. in WI in '11: 
i reinvestment plan avail. t Shareholder 10.3%; in IL in ' IO: 10.23%-10.33%; earned on 
nent plan avail. (C) ind. intang. In '10: avg. com. eq, '10: 8.6%. Regulatory Climate: 
Ush. (D) In mill. (E) Rate base: Net origi- WI. Above Average: IL, Below Average. 
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ETlo 2 1,7 (Trailing: 24.0 ITC HOLDINGS CORP, NYSE-ITC, 1 !%T 74.501 Median: NMF) 

1MELlNESS 3 Lowsedl2LJflO I 1 I I 

4 Ophms: Yes , 

haded areas mi 
. .. .. . . . - 

ns ider  Dec is ions  
O N D  J F M A M  J 

TC Holdings was incorporated in the state 
i f  Michigan in 2002 for the purpose of ac- 
luiring ITC Transmission, which was a sub- 
;idiary of The Detroit Edison Company. The 
3cquisition was completed in 2003. ITC 
ioldings went public on July 26, 2005, via 
an initial public offering of 12.5 million 
;hares at $23.00 a share. The deal was un- 
ierwritten by Lehman Brothers, Morgan 
Stanlev. and Credit Suisse First Boston. 
:APITAL STRUCTURE as of 6130111 
rota1 Debt $2565.8 mill. Due in 5 Yrs $780.4 mill. 
.T Debt $2565.8 mill. 
LT interest earned: 2 .5~)  

LT Interest $143.7 mill. 

Jension Assets-12/10 $24.7 mill. 
Oblig. $45.1 mill. 

Vd Stock None 

Zornrnon Stock 51,296,413 shs. 
1s of 7/22/11 
MARKET CAP: 53.8 billion (Mid Cap) 
ZURRENT POSITION 2009 2010 6/30/11 

2012 
Cal- 

endar 
2008 
2009 
2010 
2011 
2012 
Cal- 

endar 
2007 
2008 
2009 
2010 
2011 

- 
- 

- 
- 

15 Mar.31 Jun.30 Sep.30 Dec.31 Year 

I QUARTERLY DIVIDENDS PAID I 
Mar.31 Jun.30 Sep.30 Dec.31 

,305 ,305 
.32 .32 ,335 ,335 
,335 ,335 ,3525 

Full 
Year 
1.1: 
1.1$ 
1.2: 
1.31 

__ 

_ _  _ _ I  :: 

_ -  - -  I 

""I:": 
---I-?- 

ZOO3 ~ 2004 2005 

26.3 

:: 1 :: j 11;: 
- -  126.4 205.3 

-j-%q%J 
680.0 780.6 

- _ _  
- -  I 

t; I 1.3% I 13.2% 

1.3% 6.5% 
1.3% 13.2% 

- -  I - -  I 50% 

* 24.5 

1.73 I 3.29 I 4.11 
.92 1 i::: 1 y:;: 

1.08 
3.95 6.69 8.09 

12.55 13.12 18.71 
42.40 42.92 49.65 

33.0 27.6 23.2 

33; I 73.3 I ;;;; 
29.21 33.3% 

6.2% I 13.0% 1118% 
NMF 45% 54% 

115% I 66% 1 54% , I t 

BUSINESS: ITC Holdings Corp. engages in the transmission of 
electricity in the United States. The company operates primarily as 
a conduit, moving power from generators to local distribution sys- 
tems either through its own system or in conjunction with neighbor- 
ing transmission systems. Acquired Michigan Electric Transmission 
Company 10106; Interstate Power 8 Light's transmission assets 

ITC Holdings is not like other electric 
utilities. I t  is the sole publicly traded 
transmission-only company. The company 
operates under a formula-based ratemak- 
ing system that accounts for expected capi- 
tal spending and increases in operating ex- 
penses. (Certain costs, such as devel- 
opmental expenses, are not reflected in the 
formula.) ITC's four subsidiaries are al- 
lowed very healthy returns on equity of 
12.16% to  13.88%. As the statistical array 
above shows. earnings have risen rapidly 
since 2007. Profits shouId continue to ad- 
vance as the company's growing capital 
budget is reflected in rates. With the 
release of second-quarter results, manage- 
ment raised its 2011 earnings target by a 
nickel a share, to  $3.25-$3.35. We are 
sticking with our estimate of $3.30, which 
is at the midpoint of this range. Our 2012 
forecast remains $3.85 a share. 
The company has plenty of opportuni- 
ties to invest capital. A good deal of 
maintenance capital spending is neces- 
sary, especially at one subsidiary, ITC 
Midwest, which has an aging system that 
is in the bottom quartile in sustained out- 
ages. (Two other ITC subsidiaries are in 

160 
120 
100 
80 
60 
50 
40 
30 

20 

29.4% I 30.9% I 32.0% I 35.0% ICoimon Equity Ratio 1 35.0% 
3445.9 I 3614.3 I 3885 I 4010 /Total Capital f$milll 1 5125 . .  
2542.1 2872.3 3445 4245 Net Plant ($mill) 6350 

5.7% 6.1% 6.5% 7.0% Return on Total Cap'l 7.5% 
12.9% 13.0% 13.5% 14.5% Return on Shr. Eeuitv 15.5% 
12.9% 1 13.0% I 13.5% I 14.5% /Return on Corn Equ& E / 15.5% 
6.8% I 7.1% I 8.0% I 9.5% ]Retained to Corn Et! 1 11.0% 
48% I 45% I 4f% I 37% 1 All Div'ds to Net Prof I 30% 

12/07. Has assets in Michigan, Iowa, Minnesota, Illinois. Missouri, 
and Kansas. Operations are regulated by the Federal Energy Regu- 
latory Commission (FERC). '10 reported depredation rate: 2.4%. 
Has about 400 employees. Chairman, President & CEO: Joseph L. 
Welch. Inc.: Michigan. Address: 27175 Energy Way, Novi, Michigan 
48377. Tel.: 248-9463000. Internet: www.itctransco.com. 

the top docile.) The company also builds 
transmission that is needed for renewable 
projects. Finally, the company's newest 
unit, ITC Great Plains, has three projects, 
which are on budget and on schedule, that 
will expand transmission capacity in Kan- 
sas, Nebraska, and Oklahoma. ITC Great 
Plains plans to spend $517 million on 
these projects from 2011 through 2015. 
The board of directors raised the divi- 
dend last month. The hike was $0.07 a 
share (5.2%) annually, which is within 
ITC's goal of 4%-5% yearly growth in the 
disbursement. Even after the increase, 
however, the yield is not just low for a util- 
ity, but is below the median of all 
dividend-paying stocks under our cover- 
age. Unlike for the typical utility issue, in- 
vestors focus more on total return than on 
just  dividends. 
We have a neutral opinion of ITC 
stock. The company's solid performance 
and good prospects have not gone un- 
noticed. The stock is up 20% this year. A t  
the current quotation, it doesn't stand out 
for either the year ahead or the 3- t o  5- 
year period. 
Paul E. Debbas, CFA September 23, 2011 

http://www.itctransco.com


Ann'l Total 

ns ider  Dec is ions  
S O N D J F M A M I  I 

0 0 0 0 0 0 0 0 0  
nst i tu t ional  Dec is ions  

IoBUy 150 161 152 shares 8 

Hld'r(OO0) 125477 115863 125507 
l O s d l  119 132 134 traded 4 

PeDco Holdinas. Inc. (PHI) was formed on 
4ugust 1, 2002; upon ihe merger of Poto- 
nac Electric Power Co. (PEPCO) and Con- 
xtiv. In the $2.2 billion deal, PEPCO com- 
non stockholders received one common 
;hare in PHI for each of their shares, and 
:onectiv investors exchanged each of their 
:ommon shares for $25 worth of PHI stock 
md cash, prorated 50/50. 

;APITAL STRUCTURE as of 6/30/11 
rota1 Debt $4205 mill. Due in  5 Yrs $1450 mill. 
.T Debt $3795 mill. LT Interest $300 mill. 
LT interest earned: 2 . 0 ~ )  

Jension Assets-12/10 $1.6 bill. Oblig. $2.0 bill 

'fd Stock None 

:ommon Stock 225,395,875 shs. 
IS of 7/31/11 

MARKET CAP $4.3 billion (Mid Cap) 

iLECTRlC OPERATING STATISTICS 
2008 2009 

I,#angeRetailSalesw) -2.6 -2.5 
\vg. Resid7 Use (KWH) 10503 10395 
\vg.Resid'lRevs. erKWH($) N/A N/A 
2apacmatPeak(f!w 4606 4647 
le& toad, summerbw, N/A NIA 
hnual Load Fa& [ ib NIA N/A 

Change Customers /yd) Nil +.6 

- 
2010 
+4.1 

11253 
N/A 
N/A 
N/A 
N/A 

+1.1 

?xed Charge Cov. (%) 263 188 204 
4NNUAL RATES Past Past Est'd '08-'10 
ifchange(persh) 1OYrs. 5Yrs. to'14-'16 
Revenues -1.0% - - NMF 
Cash Flow" -3.5% -3.5% 2.5% 

Earnings -5% -.5% 2.5% 
lividends _ _  1.5% 7.0% 
300k Value .5% 1.0% 2.0% 

endar Mar.32 Jun.30 Sep.30 Dec.31 Year 
2008 2640 2518 3059 2481 10700 
2009 2520 2065 2539 2135 
2010 1819 1636 2067 1517 7039 
2011 1634 1409 2000 1657 
2012 1600 1500 1800 1500 

endar Mar.31 Jun.30 Sep.30 Dec.31 

2010 
2011 .I5 
2012 2 5  .30 .45 2 5  
C A  QUARTERLY DIVIDENDS PAID 

.27 .27 

2010 I 2 7  .27 .27 .27 
2011 .27 .27 

6700 
6400 
Full 
Year 
1.93 
1.06 
1.24 
1.25 
1.25 

Full 
Year 
1.04 
1.08 
1.08 
1.08 

- 
- 

- 
- 

4) Based on dil. shs. Excl. nonrecur. items: - C 
)1. 30$; '03, d696; '04, I$; '05, 47#; '06, dl$;  $2. 
)8, 46$; 'IO, 626. Next egs rpt eady Nov. (B) IOU 
liv'ds paid in late March, June, Sep., and Dec. De 
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4.87 3.12 
2.16 1.79 

- -  .42 
5.35 3.06 

18.41 18.17 
158.70 164.85 

- _  11.3 
- -  .62 
- -  2.1% 

7966.5 6777.3 
368.0 294.9 

36.8% 17.0% 
4.5% _. 

53.1% 58.7% 
41.0% 36.4% 
7123.0 8228.9 
6352.0 6798.0 

6.8% 4.6% 
11.0% 8.7% 
12.6% 9.2% 
12.6% 5.3% - -  46% 

20.3 21.8 

3.80 I 3.71 I 3.67 I 3.47 
1.35 1.46 1.49 1.33 
1.00 1.00 1.00 1.04 
3.48 2.75 2.46 2.47 

17.48 17.87 i8.88 18.82 
171.77 188.33 189.82 191.93 

13.4 13.6 14.9 18.1 

245.2 I 261.3 I 277.4 I 254.4 
18.3% I 38.7% I 38.8% 1 39.1% 

63.1% 59.7% 57.1% 54.6% 
35.6% 39.6% 42.3% 45.1% 
8439.3 8494.0 8469.3 8004.0 

75% I 68% I 69% 1 78% 
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2014 2015 2016 
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16 
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2.82 2.97 3.00 3.00 "Cash Flow" per sh 
1.06 I 1.24 I 1.25 I 1.25 IEarninosoer sh A I ;.E 
1.08 I 1.08 I 1.08 I 1.08 IDiv'd&i'd persh @ =  I 1.16 
3.89 I 3.56 I 4.40 1 4.60 I CaD'l SDendina Der sh I 4.00 

19.15 18.79 19.00 20.00 Bookvalue persh 21.20 
222.27 225.08 227.00 235.00 Common Shs Outst'g 250.00 

13.7 14.0 Bold fiarres are Avo Ann'l PIE Ratio 14.0 
.91 .90 valui Line Reiative PIE Ratio .95 

7.4% 6.2% Avg Ann'l Div'd field 5.0% 

9259.0 7039.0 6700 6400 Revenues ($mill) 7000 
235.0 I 276.0 I 285 1 290 I Net Profit ($mill) 1 410 
31.9% I 18.8% I 40.0% 1 40.0% IlncomeTaxRate I 40.0% - -  - -  Nil Nil AFUDC % to Net Profit Nil 
53.8% 49.0% 48.0% 48.5% Long-Term Debt Ratio 48.0% 
46.2% 51.0% 52.0% 51.5% Common Equity Ratio 52.0% 
9203.0 8292.0 8300 9100 Total CaDital I h i l l )  10200 
8863.0 7673.0 7700 7750 Net Plani (Srn~ill) ' 8000 

4.5% 5.1% 5.0% 5.0% Return onTotal Cap'l I 7.0% 
5.5% 6.5% 6.5% 6.0% Return on Shr. Eauitv 1 7.5% 

1 
I .  

5.5% I 65% I 6.5% I 6.0% /Return on Corn Equity E I 7.5% 
NMF I .8% I 1.0% I 1.0% ]Retained to Com Ea I 2.5% 

101% I 87% I 8.5% I 88% /All Div'ds to Net Prof I 71% 
I 

f three electric Dine Corn. Electricitv customers: 1.8 million: oas customers: BUSINESS: Pepco Holdings, Inc. consists mainly 
utility subsidiaries: Potornac Electric Power Co., serving Washing- 
ton, D.C. and adjoining areas of Maryland; Delmaiva Power, which 
serves the peninsula area of Delaware, Maryfand and Virginia; and 
Atlantic City Electric, serving southern New Jersey. In July 2010, 
PeDco sold competitive energy business (Conectiv Energy) to Cal- 

We have raised our 2011 earnings es- 
timate for Pepco Holdings. The Wash- 
ington, DC-based utility reported second- 
quarter earnings of $0.42 a share, easily 
surpassing our estimate of $0.25. The beat 
can be attributed to better-than-expected 
power delivery earnings, reasonable regu- 
latory treatment, and an income tax ad- 
3 . . - A  L T P L -  -_-l:--A - &--. 

. _  
123,000. Electricity brkakdown: residential, 30%; commercial, 49%; 
other, 21 YO. 2010 depreciation rate: 2.6%. Has approximately 5,014 
employees as of 12/31/10. Chrmn.. Pres. & CEO: Joseph M. Rigby. 
Inc.: DE. Address: 701 Ninth Street, N.W.. Wash., D.C. 20068. Tel- 
ephone.: 202-872-2000. Internet: www.pepcoholdings.com. 

In our view, the 10% ROE will likely be 
representative of the actual figure. The 
commission also established a group that 
will explore methods to  address regulatory 
lag issues. 
The MAPP transmission project may 
experience further delays. The PJMs 
power needs assessment for the project is 
-All1 ---- :-- --.:AI- 1-L-A 1.._&1__ 

benefit of $17 million ($0.08 a share) in expectea b y  the end of August. Although 
the quarter stemming from a resolutipn Pepco believes MAPP will be needed . . --- . . . . . . . . . 
w i t h  thP IK4 rPIatPri t n  a nrPVin11c qPttIP-  P V P n t l I ~ I I V  IT t h i n K c  that i t  1 9  o n i n o  tn he . . - _- - _- -- _- .- - - -- -I - -- - - - . - - __ - - - _. - 
ment. All told, we have added a nickel to 
our full-year earnings estimate, now $1.25 
a share. Management reaffirmed its guid- 
ance of $1.10-$1.25, noting the result 
would likely come in at  the upper end of 
the range. 
Maryland regulators approved a 
settlement agreement in Delmarva 
Power's electric base rate case. The 
Maryland Commission granted an annual 
rate increase of $12 million, or 1.4%, effec- 
tive July 8th. Although the return on equi- 
ty was not specified, an ROE of 10% was 
authorized for purposes of calculating the 
allowance for funds used under construc- 
tion and regulatory asset carrying charges. 

D--- -O -- - . ~~ , , . - - .-- _. .- _. _- - - - _- 
pushed back further than the original 
June, 2015 in-service date (which manage- 
ment indicated could be several years). 
Any sort  of delay will likely have a nega- 
tive impact on our long-term earnings out- 
look, and also result in a restructuring of 
the company's five-year construction ex- 
penditure forecast. 
This neutrally ranked stock offers one 
of the highest yields in the industry. 
Shares of POM are currently yielding an 
attractive 5.7%. well above the utility 
mean of 4.4%. Income-oriented investors 
may want to consider taking a position 
here. 
Michael Ratty August 26, 2011 



PG&E CORP, NYSE-PCG 42,22 PIE 14,l (Trailing: 15.6' 
RATIO Median: 14.0, 
L 

40.1 
31.8 

- 
28.0 
11.7 
- - 

_. 

48.2 
36.: 

- 
4 5  8 
34 5 

2009 
36 15 
8 37 
3 03 
1.68 

10 68 
27 88 

37060 
13 0 

87 
4 3% 

13399 

31 1% 
11 9% 
51 4% 
47 4% 
21793 
28892 
6 7% 

11 OX 
11 2% 
5 5% 
52% 

- 

- 

- 
11680 

- 

- 

- 

_. 

48.6 
34.9 

- 
34.5 
25.9 

- 

48.0 
37.6 

23.8 

-E 
Target Pr ice  Rangc 

d- e rem 

E 
63 18 
5 66 
3 02 

7 33 
11 89 
36338 

4 8  
25 

22959 

35 6% 
16% 

._ 
~ 

- 

_ _  - 

589% 
3492 
12399 
19167 
13 3% 
21 5% 
22 9% 
229% 

10% 
BUSI! 

- 

_. 

7 
- 
- - 
_. 

- 

e 
35.02 
8.22 
2.82 
1.82 
9.62 

28.55 
395.23 

15.8 
1.01 

4.1% 
13841 

33.0% 
14.4% 
49.6% 
49.3% 
22863 
31449 
6.2% 
9.6% 
9.7% 
3.9% 
61 % 

, 5%; 
deprei 

- 

__ 

- 
1113.0 

__ 

- 

- 

- 

-+ 
,i' - ..... 
6 

& 2003 
25.05 
4.80 
2.05 

4.08 
10.12 

416.52 
9.5 
.54 

10435 
791.0 

36.7% 
3.7% 

42.4% 
53.9% 
7815.0 
18107 

_. - 

- 
__ 

_ _  - 
- 

- 

- 
16.3% 
17.6% 
18.5% 
18.5% 

2% 
:E Coi 

__ 

- 

Ejq+f 
%TOT. RETURN 9/11 8 

- 

2004 
26.47 
5.71 
2.12 

3.72 
20.62 

418.62 
13.8 
.73 

11080 
901 .o 

35.0% 
3.6% 

45.1% 
53.2% 
16242 
18989 
7.6% 

10.1% 
10.3% 
10.3% 

1% 
ration 

._ __ 

- 
- 

_ _  - 
- 

- 

- 

__ 

- 

- 

Dptions 0 0 0 2 0 1 0 0 1 
0 0 010 0 1 0  0 1 

Institutional Dec is ions  
... 

% 
36.30 

8.45 
2.75 
1.82 
9.90 

29.80 
4o5.00 

- 

- 
Bold 

Valu 
esli 

14700 
1120 

33.5% 
11.0% 
48.5% 
50.5% 
23875 
33125 
6.0% 
9.0% 
9.0% 
3.0% 
66% 

rchasc 
ion ra 
nt & ( 

:alifor 

- 

- 

__ 

- 

- 

- 

- 

THIS VLARIlM." 
STOCK INDEX 

3yr. 27.9 25.0 
5w. 23.1 16.6 

1 yr. -2.9 -4.8 

2005 
31.78 
7.12 
2.35 
1.23 
4.90 

19.60 
368.27 

15.4 
.82 

3.4% 
11703 
904.0 

37.6% 
5.6% 

- 

- 
- 

- 

__ 

__ 
48.3% 
50.0% 
14446 
19955 
8.1% 

12.1% 
12.3% 
7.7% 
39% 

a holi 

__ 

- 

__ 

- 

2006 
36.02 
7.76 
2.76 
1.32 
6.90 

22.44 
348.14 

14.8 
.80 

3.2% 
12539 

1005.0 
35.5% 
6.7% 

51.7% 
46.8% 
16696 
21785 
7.6% 

- 

- 
__ 

- 

- 

- 

__ 

- 

12.5% 
12.7% 
6.8% 
47% 

ig con 

__ 

9 
32.74 

1.14 
d2.36 

7.94 
9.47 

381.67 

_ _  - 
- 
~ .. 

_ _  - 
12495 

d874.0 
~ _ _  

_ _  ___ 
51.5% 
42.8% 
8438.0 
16928 
NMF 
NMF 
NMF 
NMF 

ss: PI 

__ 

- 

- 
_ _  
- 

36.90 Revenues per sh 
9.25 "Cash Flow" persh 10.75 
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res are lAvg Ann'l PIE Ratio I 11.5 
414.03 1 403.50 I 417.67 I 382.60 I 360.59 I 387.19 

9.4 1 10.9 I 15.5 I 16 8 I 13.1 I -. 
line IReiative PIERatio I .75 6 3  6 8  .89 .87 .75 -. 

7.1% 7.5% 4.9% 3.8% 4.1% 4.8% 
CAPITAL STRUCTURE as of 6130H1 
Total Debt $13362 mill. Due in 5 yrs $3646 mill. 
LT Debt $11689 mill. LT Interest $617.0 mill. 
Incl. $223.0 mill. Energy Recovery Bonds. 
(LT interest earned: 3.3~)  
Pension Assets-l2/10 $10.3 bill. Oblig. $12.1 bill. 
Pfd Stock $252.0 mill. Pfd Div'd $14.0 mill. 
4,534,958 shs. 4.36% to 5%, cumulative and $25 
par, redeemable from $25.75 to $27.25; 5,784,825 
shs. 5.00% to 6.00%. cumulative nonredeemable 
and $25 par. 
Common Stock 401,657,362 shs. 

Avg Ann'l Div'd Yield 4.5% 
15500 Revenues ($mill) 19000 
1485 Net Proff ($mill) 

33.5% Income Tax Rate 33.5% 

MARKET CAP $17 billion (Large Cap) 

ELECTRIC OPERATING STATISTICS 
2008 2009 
+2.3 -2.8 

12765 NA 
8.67 NA 
NMF NMF 
NMF NMF 
NMF NMF 

2010 
-2.0 
NA 
NA 

NMF 
NMF 
NMF 
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(utility): 3.4%. Has 19,400 employees. 

ief Executive Officer Anthony F. Earley, 
Gas and Electric Com 
electricity and gas to IT 

5.1 million electric and 
breakdown: residential, I 

ny and nonutiiity iubs i  
;t of northern and centr 
3 million gas customers. 
%; commercial, 38%; in1 
;merating sources: nuc 

:hairman. Pres 
Ir. lnmrporatet 
M e  2400, Sal 

3. Address: 
rancisco, California 

One Market, Spear Tower, 
94105. Telephone: 415267- Annual Load Fador (% x C h a m  Customers kdi '000. Internet: www.pgecorp.com. 

ias acknowledged that changes are in or- 
ier. The CPUC is conducting its own in- 
vestigation, and has the authority t o  fine 
the utility. We would exclude a sizable fine 
from our earnings presentation. 
Another year of weak earnings is like- 
ly in 2011, but we look for better re- 
sults in 2012. The direct expenses associ- 
ated with the San Bruno accident affect 
our estimates significantly, and have ob- 
viated the benefits of the rate relief that 
the utility was granted earlier this year. 
As for the dividend, PG&E has stated that 
there will be no  increase in 2011. We ex- 
pect no raise next year, as well. Note that 
PG&E has a new chief executive, Tony 
Earley (formerly of DTE Energy). 
Even after the stock's underper- 
formance since the accident, the yield 
and 3- to 5-year total return potential 
are only about average for a utility. 
The stocks favorable Timeliness rank is 
due, in part, to the fact that insurance re- 
coveries ($0.09 a share in the June quar- 
ter) aren't included in our earnings esti- 
mates because the timing and amount of 
these are impossible to  predict. 
Paul E. Debbas, CFA November 4, 2011 

ncultural. 7%; other, 3% 

PG&E is incurring sizable costs asso- 
ciated with the explosion in 2010 of its 
gas DiDeline in San Bruno, California. 

+.3 +.2 

Fued Charge Cov. (5) 288 296 303 
ANNUAL RATES Past Past EsPd '08-'10 
ofchange (persh) 10Yn. 5Yrs. to'14-'16 
Revenues 4 . 5 %  6.0% 3.0% 
"Cash Flow" 6.0% 7.5% 4.5% 
E a rn i n g s _ _  7.0% 6.0% 
Dividends 3.5% - -  4.5% 
Book Value 5.5% 10.5% 5.5% 

Gal- QUARTERLY REVENUES ($mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 3733 3578 3674 3643 14628 
2009 3431 3194 3235 3539 13399 
2010 3475 3232 3513 3621 13841 
2011 3597 3684 3700 3719 14700 
2012 3950 3750 3850 3950 15500 
Gal. EARNINGS PERSHAREA FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 6 2  .80 .83 .97 3.22 
2009 .65 .87 .80 .71 3.03 
2010 .67 .86 6 6  6 3  2.82 
2011 .50 .91 .75 .59 2.75 
2012 .75 .95 .95 .90 3.55 

tal. QUARTERLY DIVIDENDS PAID t FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 .33 .36 .36 .36 1.41 

The cohpany's latest estimate of the direct 
expenses associated with the accident is 
$413 million (pretax) in 2011. Of this 
amount, $126 million was recorded in the 
first half. PG&E is also accruing reserves 
for potential third-party claims. This 
amounted to $220 million in 2010, $59 
million in the first half of 2011, and will 
probably be as much as $180 million for 
the full year. Insurance should cover most 
of the third-party claims, and the company 
recovered $60 million in the first half. 
These costs and insurance recoveries are 
included in our earnings presentation. For 
2012, PG&E forecasts direct expenses of 
$274 million. Its proposed pipeline safety 
enhancement plan suggests that all but 
$43 million is recoverable in rates. The 
plan also includes over $1.4 billion of capi- 
tal costs from 2011 through 2014. The Cal- 
ifornia Public Utilities Commission 
(CPUC) must issue a ruling on the plan. 
The National Transportation Safety 
Board's report criticized the compa- 
nv. This was not surprising. and PG&E 

2010 
I 

gs report due late Feb. (B) Div'ds histori- $14.79/sh. (D) In mill. (E) Rate base: net orig. B++ 
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Company's Financial Strength 
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STRUCTURE as of 6/30/11 
t $3672.5 mill. Due in 5 Yrs $2071.2 mill. 

.TDebt $2761.7 mill. 
wl. $83.1 mill. Palo Verde sale leaseback lessor 

LT Interest $167.1 mill. 

iotes. 
LT interest earned: 3 .0~)  
.eases, Uncapitalized Annual rentals $24.0 mill. 
'ension Assets-12/10 $1.78 bill. 

'fd Stock None 

:ommon Stock 109,110,950 shs. 
s of 7/26/11 
OARKET CAP: $5.0 billion (Large Cap) 

Oblig. $2.35 bill. 
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3690.2 4551.4 2637.3 2817.9 2899.7 2988.0 3401.7 3523.6 3297.1 3263.6 3250 1 3500 Revenues ($mill) 3850 
283.6 312.2 215.2 230.6 235.2 223.2 317.1 298.8 229.2 330.4 300 , 360 Net Profit ($mill) 430 

44.1% 40.6% 39.1% 31.4% 35.4% 36.2% 33.0% 33.6% 36.9% 31.9% 34.0% 1 34.5% IncomeTax Rate 34.5% 
7.6% 1 15.3% 1 20.5% 1 6.2% 1 6.9% 1 10.4% I 11.1% 1 14.8% 1 11.2% 1 11.7% 1 13.0% 1 13.0% IAFUDC %to NetProfit 

45.1% 1 51.7% 1 51.8% 1 50.6% I 46.7% 1 43.2% 1 48.4% I 47.0% 1 50.4% 1 45.3% I 49.0% I 52.0% ILong-Term Debt Ratio 
1 9.0% 
1 46.0% 

54.9% 48.3% 48.2% 49.4% 53.3% 56.8% 51.6% 53.0% 49.6% 54.7% 51.0% 48.0% Common Equity Ratio 54.0% 
4337.8 5172.4 5567.9 5727.5 5535.2 6033.4 6678.7 6658.7 6686.6 6729.1 7415 8150 Total Capital ($mill) 8950 

8.1% 7.6% 5.4% 5.5% 5.6% 5.0% 6.2% 5.9% 4.8% 6.5% 5.5% 6.0% Return on Total Cao'l 6.5% 
5133.2 5907.3 6479.4 7480.1 7535.5 7577.1 7881.9 8436.4 9257.8 9578.8 10135 10750 Net Plant ($mill) 12200 

~~ 

11.9% 1 12.5% 1 8.0% 1 8.1% 1 8.0% 1 6.5% I 9.2% 1 8.5% 1 6.9% I 9.0% 1 8.0% 1 9.0% IReturn on Shr. Equ'ity 1 9.0% 
11.9% 1 12.5% 8.0% 8.1% 8.0% 6.5% 9.2% 8.5% 6.9% 9.0% 8.0% 9.0% Return on Com EquityE 9.0% 
6.8% 7.3% 2.9% 2.6% 2.3% 1.0% 3.4% 2.5% .7% 3.1% 2.0% 3.5% Retained to Com Eq 3.0% 
43% 41% 64% 68% 71% 85% 63% 70% 89% 66% 76% 64% AllDiv'dstoNet Prof 65% 
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I , 1 I I , , I I 

BUSINESS: Pinnacle West Capital Corporation is a holding compa- chased, 24%. Fuel costs 36% of revenues. Has 7,200 employees, 
ny for Anzona Public Service Company (APS). which supplies elec- '09 reported depreciation rate: 3.1 %. Chairman, President & Chief 
tricity to 1.1 million customers in 11 of 15 Arizona counties. Discon- Executive Officer: Donald E. Brandt. Incorporated: Arizona. Ad- 
tinued SunCor real estate subsidiary in '10. Electric revenue break- dress: 400 North Fifth Street, Post Office Box 53999, Phoenix, Ari- 
down. residential, 47%; commercial, 39%; industrial, 5 %  other, zona 85072-3999. Telephone: 602-250-1000. Internet: 
9%. Generating sources: coal, 37%; nudear, 27%; gas. 12% pur- www.uinnadewest.com. 

Pinnacle West's utility subsidiary has 
a general rate case pending. Arizona 
Public Service filed for a tariff hike of 
$194.1 million (6.6%), based on a return of 
11% on a common-equity ratio of 53.9%. 
APS is asking for a regulatory mechanism 
that decouples electric volume and reve- 
nues, and a tracker that raises rates an- 
nually to  recover infrastructure additions 
for generating assets and environmental 
compliance. The utility also wants to re- 
vise the fuel adjustment clause so that it 
accounts for all changes in fuel costs, not 
just 90% of them. (Other utilities in the 
state have 100% pass-through of fuel 
costs.) New tariffs won't take effect until 
mid-2012, a t  the earliest. Settlement talks 
will begin in the next several weeks. 
Milder-than-normal weather condi- 
tions have prompted us to cut our 
2011 earnings estimate. We reduced our 
estimate by $0.30 a share, to $2.75. That's 
at the low end of the company's guidance 
of $2.75-$2.90 a share. We continue to 
forecast share net of $3.25 in 2012, assum- 
ing APS receives a decent rate order and 
weather patterns return to  normal. 
The utility is awaiting regulatory ap- 

proval for an asset acquisition. APS 
has agreed to  pay $294 million for 
Southern California Edison's 739- 
megawatt stake in units 4 and 5 of the 
Four Corners coal-fired plant. The compa- 
ny would finance the purchase with a mix 
of debt and equity. APS  would have to 
spend $300 million on environmental up- 
grades, but would be able to avoid more 
than $600 million needed for units 1 ,  2, 
and 3, which would be shut down. The 
transaction i s  expected to close in late 
2012. Our figures will not reflect the deal 
until after it has been completed. 
APS is adding solar capacity. In the 
first phase, it  plans to build 100 mw at  a 
cost of up to $500 million. APS has 
procured 83 mw, so far, a t  a cost of $384 
million. The utility is proposing to add 100 
mw more for up to $475 million. 
This stock's yield isn't high enough to 
compensate investors for low divi- 
dend growth potential. Not only is the 
share price within our 3- to 5-year Target 
Price Range, i t  remains closer to the high 
end than the low end. Thus, total return 
potential over that time frame is modest. 
Paul E. Debbas, CFA November 4, 2011 
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PORTLAND GENERAL NYSE-POR 
flMELlNESS 3 Lowered8119111 1 
SAFETY 3 LoweredSnDO LEGEADS 

rECHNlCAL 3 Lowered W3nl divided b lnteres! Rate 

%ETA .75 (l.W=Market) 0 ions Yes 

- 1.04 x Oivldends *I 

, , . . Relnive kce sfensth 

2014-16 P R O J E C T T  
'ha'areas im 

,nsider Dec is ions  
D J F M A M  J J A I I  

0By 0 0 0 0 0 0 0 0 0  
1phn 0 0 0 0 0 0 0 0 0  
oSell 0 0 0 0 0 0 1 0 0  
Inst i tut ional Dec is ions  

IoSeM 77 89 104 traded 
Hld'r000 66971 71103 70500 
3n Aoril 3.2006. Portland General Electric's 
zxistihg siock (which was owned by Enron) 
Nas canceled, and 62.5 million shares were 
ssued to Enron's creditors or the Disputed 
2laims Reserve (DCR). The stock began 
:rading on a when-issued basis that day, 
and regular trading began on April 10, 2006. 
Shares issued to the DCR were released 
iver time to Enron's creditors until all of the 
-emaining shares were released in June, 
2007. 
:APITAL STRUCTURE as of 6130111 
rota1 Debt $1798.0 mill. Due in 5 Yrs $333.0 mill. 
LT Debt $1798.0 mill. 
:LT interest earned: 2 .8~)  
.eases, Uncapitalized Annual rentals $10.0 mill. 

>ension Assets-12110 $473.0 mill. 

afd Stock None 

:ornmon Stock 75,341,327 shs. 
1s of 7/29/11 

MARKET CAP $1.8 billion (Mid Cap) 

LT Interest $104.0 mill. 

Oblig. $550.0 mill. 

ELECTRIC OPERATING 

Ib aiange Retail Sales [OW) 
bg lndust Use (MWH 
!vg lodust Revs. per h (4) 
.apacXy at Peak (Mw) 
leakload Winter(Mw 
h u a l  Ldd Fada (% 
%Change Customers I vend) 

STATISTICS 
2008 2009 
+.7 -3.3 

16255 14303 
6.42 7.07 

NA NA 
4031 3949 

NA NA 
+.a i.7 

2010 
-3.1 

15109 
6.62 

NA 
3502 

NA 
+.5 

?xed Charge Cw. jl) 
ANNUAL RATES 
of change (per sh) 
Revenues 
Cash Flow" 

Earnings 
Dividends 
Bookvalue 

226 179 224 
Past Est'd '08-'10 
SYrs. to'14-'16 
1.5% 3.0% 
-1.0% 5.0% 
7.5% 7.5% 

_ -  3.0% 
2.0% 3.5% 

Gal- QUARTERLY REVENUES (I mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 I 471.0 425.0 400.0 449.0 1745.0 
2009 485 0 3890 445 0 4850 1804 0 
2010 4490 4150 4640 4550 17830 

411 o 2011 14840 455 475 1 ~ 5  
2012 525 450 475 500 1950 
Gal- EARNINGS PERSHAREA FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 .A4 6 3  - -  .32 1.39 
2009 .47 .31 .43 .I1 1.31 
2010 .36 .32 6.5 .34 1.66 
2011 .92 29 .44 .35 2.00 
2012 .70 .40 .55 .40 2.05 
Gal- QUARTERLY DIVIDENDS PAID t FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 ,225 ,225 235 ,235 .92 

2009 ,245 ,245 ,255 ,255 1.00 
2010 ,255 ,255 2 6  .26 1.03 
2011 2 6  .26 ,265 ,265 
4) Diluted EPS. '09 & '10 EPS don't add due vei 
> rounding. Next earnings report due late Feb. In 
3) Div'ds paid mid-Jan., Apr., July, and Oct. 8 on! 
liv'd reinvestment pian avail. t Shareholder in- in 

2008 ,235 ,245 ,245 ,245 .97 

58.9% 
2171.0 ;;I ;: 1 ji ~ 1" 
7.2% 

._ _ _  
BUSINESS: Portland General E 
electricity to 825,000 customers 
area of Oreaon. includino Portla 

High: 35.0 
Low: 24.2 

ctric Company 
52 cities in a 4 

Target Pr ice  Ran; 
2014 I2015 1201E I I 31.3 27.7 21.4 22.7 26.0 

25.5 I 15.4 I 13.5 I 17.5 I 21.3 I 

2.33 1.39 1.31 1.66 2.00 2.05 Earningspersh A 2.25 
.93 .97, 1.01 1.04 1.06 1.08 Div'dDec1'dpershB.t 1.20 
7.28 6.12 1 9.25 5.97 4.50 4.05 CaD'I SDendina uer sh 3.75 
21.05 21 64 20.50 21.14 22.05 22.95 BookValuepi;h C 25.75 
62.53 62.58 75.21 75.32 75.50 75.75 Common Shs Oulst'g 0 76.50 
11.9 16.3 14.4 12.0 Bold figislrres are Avg Ann'l PIE Ratio 11.0 
.63 .98 .96 .76 Value Relative PIE Ratio .75 

Ava Ann'l Div'd Meld 4.8% 3.3% 4.3% 5.4% 5.2% 
1743.0 1745.0 1804.0 1783.0 1825 1950 Revenues ($mill) 2325 

33.8% 28.7% 28.8% 30.5% 25.0% 25.0% Income Tax Rate 25.0% 
17.9% 17.2% 31.6% 17.6% 7.0% 3.0% AFUDC % to Net Profit 3.0% 
49.9% 46.2% 50.3% 53.0% 50.5% 51.0% Long-Term Debt Ratio 52.0% 
50.1% 53.8% 49.7% 47.0% 49.5% 49.0% Common Equity Ratio 48.0% 
2629.0 2518.0 3100.0 3390.0 3360 3535 Total Capital ($mill) 4100 
3066.0 3301.0 3858.0 4133.0 4250 4315 Net Plant ($mill) 4325 
6.9% 5.0% 4.5% 5.4% 6.0% 6.0% Return on Total Cao'l 5.5% 

145.0 87.0 95.0 125.0 150 155 Net Profit ($mill) t 75 

11.0% 6.4% 6.2% 7.9% 9.0% 9.0% Return on Shr. Equ'ity 9.0% 
11.0% 6.4% 6.2% 7.9% 9.0% 9.0% Return on Corn Equity E 9.0% 
6.6% 2.0% 1.5% 3.0% 4.5% 4.5% [Retained to Com Ea 4.0% 
40% I 69% I 76% I 62% I 53% I 52% /AllDiv'dstoNetPrAf I 52% 

23%; gas, 21%; hydro, 9%; wind, 4%; purchased, 43%. Fuel costs: 
46% of revenues. '10 reoorted deoreciation rate: 3.9%. Has 2.700 

'GE) provides 
00-sauare-mile ~ ~ ~~ 

and Salem. The combanv is in emolovees. Chairman: Corbin A 'McNeill. Jr. Chief Executive 
the process'bf decommikioning the Trojan nudear plani, &ich it 
dosed in 1993. Electric revenue breakdown: residential. 45%; com- 
mercial, 34%; industrial, 12%; other, 9%. Generating sources: coal, 

Portland General Electric's earnings 
are likely to rise substantially this 
year. The utility is benefiting from a tariff 
increase that took effect a t  the start of 
2011. The Public Utility Commission of 
Oregon raised PGE's rates by $65 million 
(3.9%). The rate order was based on a re- 
turn of 10% on a common-equity ratio of 
50%. Also, hydro conditions in early 2011 
were favorable, helping to produce a first- 
quarter tally that was well above the norm 
for the period. Second-quarter profits were 
below our expectation. so we have 
trimmed our 2011 estimate by a nickel a 
share, to $2.00. Our revised estimate is 
still within the company's targeted range 
of $1.90-$2.05. 
We expect little bottom-line improve- 
ment in 2012. We base our earnings fore- 
cast on normal hydro conditions. At least 
the service area's economy is showing 
moderate improvement, aided by a project 
that Intel is building. 
For the time being, capital spending 
is declining. Last year, PGE completed 
the third phase of a 450-megawatt wind 
project, at a total cost of about $1 billion. 
No major construction is currently under 

ticer and President: Jim Pim. Incorporated: Oregon. Address: 121 
SW Salmon Street, Portland, Oregon 97204. Telephone: 503464- 
8000. Internet: w.portJandgeneral.com. 

way. In the next few months, however. the 
company will put forth requests for propo- 
sals for additional base-load, peaking, and 
renewable generating capacity. The out- 
come should be known in 2012. If PGE 
winds up building plants instead of enter- 
ing into purchased-power agreements with 
other owners, this would raise its capital 
budget considerably and necessitate some 
financing, both debt and equity, beginning 
in 2013. Our capital spending estimates 
and projections include nothing for these 
potential projects. Separately. PGE is pro- 
posing to build a transmission line at a 
cost of $800 million-$1 billion. The compa- 
ny is looking for partners for the project, 
with an  estimated in-service date in late 
2016 or 2017. 
This stock has an average dividend 
yield for a utility. With the quotation 
within our 2014-2016 Target Price Range, 
however, total return potential is unexcit- 
ing. We believe there is a bit of takeover 
speculation in the share price, but we do 
not advise investors t o  purchase the stock 
in the hopes that the company will receive 
a buyout offer. 
Paul E. Debbas, CFA November 4, ZQl l  

e 2011, Value Line Publishin LLC All rights reserved. Factual 
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Inst i tut ional Decisions 

Ion; ), %;, '::, '?ti I "" :i: 
bSdl 183 traded 
HI66 OW 334842 314712 309906 
1995 1996 1997 1998 1999 2000 

8.63 8.94 9.17 12.03 15.97 19.59 
2.05 2.14 2.11 2.43 2.56 3.32 
,971 1.031 ,991 1.121 1.011 1.64 

.&I I .84 I .&I 1 .67 I 5 0  1 .53 
1.26 1.11 .93 .97 1.11 1.59 
8.15 8.44 8.45 5.69 5.61 6.94 

318.81 325.33 332.50 314.82 287.39 290.08 

CAPITAL STRUCTURE as of 3/31/11 
Total Debt $13630 mill. Due in 5 Yrs $4130.0 mill. 
LT Debt $12247 mill. 
Ind. 23 mill. units 7.75%. $25 liq. value; 82,000 
units 8.23%, $1000 face value: 23 mill. units 
4.625%. $50 stated value, conv. into com. in 2013. 
(LT interest earned: 3 .7~)  
Leases, Uncapitalized Annual rentals $122.0 mill. 
Pension Assets-12/10 $5.34 bill. Oblig. $6.85 bill. 
Pfd Stock $250.0 mill. Pfd Div'd $16.0 mill. 
2,500,000 shs. 6.25%. $100 liq. preference, 
redeemable afler 4/6/11, 
Common Stock 577,151,354 shs. as of 4/29/11 
MARKET CAP $16 billion (Large Cap) 

LT Interest $612.0 mill. 

ELECTRIC OPERATING S 

pi Change Rebl Sales 
4vg lndust Use (MWH 
AM. Indust Revs. Der h fd1 

#TATISTICS 
2008 2009 

+.3 -3.5 
NA NA 
NA NA 
NA NA 

7316 NA 
NA NA 
+.5 +.3 

2010 
+15.3 

NA 
NA 
NA 
NA 
NA 

+22.5 

hed Charge Cov. 1%) 
ANNUAL RATES 
of change (per sh) 
Revenues 
Cash Flow" 

Earnings 
Dividends 
Book Value 

Gal- QUARTERLY REVENUES ($mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 1526 1024 2981 2513 8044.0 
2009 2351 1673 1805 1727 7556.0 
2010 3006 1473 2179 1863 8521.C 
2011 2910 2489 305f 2650 fff00 
2012 3400 2600 3200 2800 f2000 
Gal- EARNINGS PER SHARE A ~ u l l  

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 65 .50 .55 .74 2.45 
2009 5 4  .07 . I2 .37 1.19 
2010 .74 2 2  6 2  69 2.29 
2011 .82 .35 .60 .63 2.40 
2012 .80 .45 .65 .65 2.55 
Gal- QUARTERLY DIVIDENDS PAID 1 ~ ~ 1 1  

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 ,275 ,305 ,305 ,305 1.19 
2008 ,305 ,335 ,335 ,335 1.31 
2009 ,335 ,345 ,345 ,345 1.37 
2010 ,345 .35 .35 3 5  1.40 
2011 .35 3 5  .35 

A\ Diluted EPS. Exd. nonrec. losses: '07. 12d: I in s ~~~~ ~ 

ld,8$; gains (losses) on disc. ops.: '05, (124); (8) 
'07. 19$; '08, 3$; '09, (10$):,'10, (4$). '08 & '09 & F 
EPS don't add due to rounding. '10 due to chg. In 

I I I I , , I I 

BUSINESS: PPL Corporation (formerly PPAL Resources, Inc.) is a 
holding company for PPL Electric Utilities (fonerly Pennsylvania 
Power & Light Company), which distributes electricity to 1.4 mill. 
customen in eastern & central PA. Acq'd Kentucky Utilities and 
Louisville Gas and Electric (1.2 mill. customers) 11/10, Has subsidi- 
aries in Dower oeneration 8 marketina. electridtv distribution in U.K. 

(7.6 mill. customers). Sold gas distribution subsidiary in '08. Electric 
rev. breakdown 8 generating sources not provided. Fuel costs: 
44% of revs. '10 reported depr. rates: 2.3%-3.3%. Has 13,800 em- 
ployees. Chairman & CEO: James H. Miller. President & COO: Wil- 
liam H. Spence. Inc.: PA. Address: Two North Ninth St., Allentown, 
PA 18101-1 179. Tel.: 800-345-3085. Internet: www.Dolweb.com. 

Predicting PPL Corporation's earn- 
ings is harder than usual this year. 
Just since November of 2010, the company 
has greatly expanded its regulated utility 
operations by buying two utilities in Ken- 
tucky and one in the United Kingdom. 
PPL issued a lot of stock in these deals, re- 
sulting in a big jump in average shares 
outstanding. Also, the company is incur- 
ring some merger-related expenses, which 
we include in our earnings presentation. 
Generally, the company's utility opera- 
tions are performing well, but PPL Elec- 
tric Utilities in Pennsylvania continues to 
feel the effects of regulatory lag, despite a 
rate hike earlier this year. On the other 
hand, the nonregulated energy-supply bus- 
iness is dealing with low power prices, ris- 
ing coal costs, and unplanned nuclear out- 
ages that will reduce net profit by an esti- 
mated $60 million-$65 million this year. 
Finally, ongoing earnings are affected by 
mark-to-market accounting gains or 
losses. These hurt share net by $0.27 in 
2010 and helped by a cent in the first half 
of 2011. We cut our 2011 estimate by $0.15 
a share, largely because second-quarter 
profits fell short of our estimate. 

We expect improved earnings in 2012. 
A full year's income from the U.K. acquisi- 
tion will help. Also, we assume no nuclear 
issues beyond the normal expenses associ- 
ated with the scheduled refueling outage. 
Our estimate of $2.55 a share would be 
PPLs best tally since 2007. 
The two Kentucky utilities are asking 
the state commission to approve an 
expected $2.5 billion in environmental 
spending for their coal-fired facilities. 
This spending is needed for compliance 
with new EPA rules. A decision is expect- 
ed in late 201 1. The utilities would recover 
these expenditures every two months via a 
rider on customers' bills. The utilities will 
earn a return on equity of 10.63% until 
this spending is rolled into base rates. 
PPL stock offers an above-average 
yield. The board of directors didn't boost 
the dividend this year, and we forecast no 
increase in 2012. Even so, we project that  
dividend growth will resume by the 2014- 
2016 period. Combined with the rise in 
earnings that we project over that time, 
this equity offers better total return poten- 
tial than the average utility issue. 
Paul E. Debbas, CFA August 26, 2011 

,. Next earnings report due early Nov. (E) Rate base: Fair Val. Rate all'd on com. eq. 
iv'ds histor. paid in early Jan., Apr., July, in PA in '08: none spec.; in KY in '10: 9.75%- 
.I Div'd reinv. Dlan avail. {Cl Ind. intana. 10.75%: earned on avo. com. ea.. '10: 14.0%. 

Company's Financial Strength 
Stock's Price Stability 
Price Growth Persistence 

B++ 
95 
60 



TECO ENERGY, INC, NYSE-TE 
llMELlNESS 2 Raised 8126111 

rECHNlCAL 3 Lowered7/8111 
BETA .E5 (1.00- Market) 0 ions Yes 

High: I 332 I 33.0 1 
Low: 17.3 24.8 

L0Wered3"'03 LEGENDS - 0.95 x Dividends sh 
divided xlntaes! Rate 

, . , , Relabve ice sten@ 

2014-16 PROJ- 
jnc 

Price Gain Return .... ... : Ann'l Total 7 
High 2 5  (+45% 14% 
tow 18 (+5%] 7% 
Ins ider  Dec is ions  

Ioh; ~~ "i!: I ' ' ~ ~ ~  I ''i:":: 1 ~~~~~~ i: 
ID S d  156 181 traded 
Hid's OW 1 15966 1 18085 1 13977 
1995 1996 1997 1998 1999 2000 

11.90 12.53 14.23 14.83 15.01 18.17 
3.08 I 3.28 I 3.34 1 3.25 I 3.28 I 4.11 

1.61 1 1.60 1 1.71 1 1.52 1 
1.53 1 :::: 1.05 1.11 1.17 1.23 1.29 1.33 

3.70 2.28 1.62 2.24 3.23 
9.98 10.73 11.04 11.42 10.73 11.93 

116.96 117.60 130.90 132.00 132.10 126.30 
13.8 14.3 15.4 17.8 14.2 11.9 
.92 1 .90 I .89 1 .93 I .E1 1 .77 

4.7% 4.5% 4.7% 4.5% 5.9% 5.7% 
CAPITAL STRUCTURE as of 3/31/11 
Total Debt $3148.6 mill. Due in 5 Yrs $924.1 mill. 
LT Debt $3070.3 mill. 
(LT interest earned: 3 .0~)  

Leases, Uncapitalized Annual rentals $17.3 mill. 

Pension Assets-12/10 $479.7 mill. 

Pfd Stock None 

Common Stock 214,936,829 shs. 

LT Interest $198.0 mill. 

Oblig. $610.3 mill. 

as of 4/28/11 
MARKET CAP: $3.8 billion (Mid Cap) 

ELECTRIC OPERATING STATISTICS 
2008 2009 2010 ~~ 

%Chan eRelalSales(KWH) -2.8 -1.1 t2.3 
Avg. l n d k  Use (Mw) NA NA NA 
Avg.lndustRevs,perKWH(() 8.04 9.63 9.35 
CapaityatPeak(Mw) 4477 4719 4684 
Peak Load Wdei (Mw) NA NA NA 
Annual Lodd Fador(% NA NA NA 
XChangeCurlornerslavg.) t.l -.I t.6 

~~ 

%Chan eRelalSales(KWH) -2.8 -1.1 t2.3 
Avg. l n d k  Use (Mw) NA NA NA 
Avg.lndustRevs,perKWH(() 8.04 9.63 9.35 
CapaityatPeak(Mw) 4477 4719 4684 
Peak Load Wdei (Mw) NA NA NA 
Annual Lodd Fador(% NA NA NA 
XChangeCurlornerslavg.) t.l -.I t.6 

Red Charge Cav ("h) 166 199 270 
ANNUAL RATES Past Past Est'd '08-'10 
of change (per sh) 10 Yrs. 5 Yrs. to '16'16 
Revenues _ _  2.5% 2.5% 
"Cash Flow" -4.0% 1.5% 7.0% 
Earnings -5.5% 12.0% 10.5% 
Dividends -4.5% -.5% 4.5% 
Bookvalue -1.5% 5.0% 5.0% 

Calm QUARTERLY REVENUES (I mill.) FUII 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 791.7 887.2 926.1 770.3 3375.3 
2009 824.0 825.2 896.3 765.0 3310.5 
2010 912.3 898.8 901.8 775.0 3487.9 
2011 796.1 885.7 918.2 800 3400 
2012 800 900 950 850 3500 

tal- EARNINGS PER SHARE A Full 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 .15 .24 .27 .10 .77 
2009 . I6 .29 .30 .25 1.OC 
2010 .26 .35 .35 .17 1.1: 
2011 .24 .36 .37 .33 1.31 
2012 .35 .35 .40 .35 1.4t 

tal- QUARTERLY DIVIDENDS PAID B. FUII 
endar Mat31 Jun.30 Sep.30 Dec.31 Year 
2007 .I9 ,195 ,195 ,195 .7t 
2008 ,195 2 0  .20 .20 .8( 
2009 .20 2 0  .20 2 0  .Et 
2010 .20 ,205 ,205 ,205 .8; 
2011 ,205 ,215 ,215 

e me: - 

2001 
18 97 
4 31 
2 24 
1 37 
6 92 

14 12 
13960 

12 9 

4.8% 

2648 6 
303 7 

3 0% 
48 3% 
51 7% 
38141 
48383 

9 7% 
154% 
15 4% 
6 1% 
61% 

BUSH 

- 

- 

- 
- 

- 

__ 

- 

29.0 

- 

2002 
15.22 
3.20 
1.95 
1.41 
6.06 

14.86 
175.80 

11.0 
.60 

6.6% 
2675.8 
298.2 

4.4% 
50.5% 
39.7% 
6585.1 
5464.0 

5.7% 
9.1% 
9.9% 
3.2% 
72% 

SS: TI 

~ 

~ 

___ 

- 

__ _ _  
__ 

__ 

__ 

~ 

- 
:O Energy. Inc. 

40 
32 
24 

16 
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6 

4 

THIS VLARITH' 
STOCK INDEX 

l y r  189 212 
3yr 179 427 
5vr 504 486 

0 2011 2012 @VALUEUNEPUB.LLC 14-16 
14.46 16.46 16.77 15.85 15.48 16.23 15.75 16.15 Revenues persh 18.25 
2.37 1 2.51 1 2.51 1 2:;; 1 2.35 1 2 . ~ ~  1.75 
1.00 1.17 1.27 1.00 1.13 1.30 1.45 Earningspersh A 

.76 .76 .78 .80 .80 .82 .85 .89 Div'd Decl'd per sh B =  1.05 
1.42 2.18 2.34 2.77 2.99 2.28 2.05 2.15 Cap'l Spending persh 2.00 
7.65 8.25 9.56 9.43 9.75 10.10 10.55 I 11.15 Bookvalue persh 13.25 

208.20 209.50 210.90 212.90 213.90 214.90 216.00 I 217.00 Common Shs Outst'g 220.00 
17.1 13.8 13.3 21.2 12.6 14.6 Boldfig~rerare Avg Ann'l PIE Ratio 12.5 
.91 .75 .71 1.28 .84 33 ~ v e ' i n e  RelativePIERatio .85 

4.4% 4.7% 4.6% 4.9% 6.3% 4.9% Avg Ann'l Div'd Meld 4.8% 
3010.1 3448.1 3536.1 3375.3 3310.5 3487.9 3400 3500 Revenues ffmilll 4000 
211.0 1 2444 I 265.8 I 162.4 1 213.9 I 242.9 I 285 I 325 (Net Profit h m i i  1 385 

45.1% 1 40.4% I 40.7% I 36.8% I 31.6% I 34.8% I 35.0% I 35.0% /IncomeTaxRate 1 35.0% 
.O% 1 1.6% I 2.3% I 5.4% I 6.5% I 1.2% I 1.0% I 3.0% IAFUDCXto Netprofit 1 1.0% 

70.0% 1 65.0% I 61.0% I 61.5% I 60.6% I 59.2% I 51.0% I 56.0% ]Long-Term Debt Ratio 1 52.5% 
30.0% I 35.0% I 39.0% I 38.5% I 39.4% I 40.8% I 49.0% I 44.0% /CommonEquityRatio 1 47.5% 
5300.9 1 4941.6 I 5175.4 I 5214.3 I 5287.0 I 5317.8 I 4635 I 5515 /Total Capital ($mill) 1 6100 
4566.9 4766.9 4888.2 5221.3 5544.1 5841.0 5955 6085 Net Plant ($mill) 6225 

6.5% 7.3% 7.3% 5.1% 6.0% 6.4% 8.5% 7.5% Return onTotal Cap'l 8.0% 
13.3% 14.1% 13.2% 8.1% 10.3% 11.2% 12.5% 13.5% Return onShr. Equity 13.0% 
13.3% I 14.1% I 13.2% I 8.1% 1 10.3% I 11.2% I 12.5% I 13.5% /Return onCom Eq& E 1 13.0% 
3.3% I 5.0% I 5.1% 1 NMF I 2.1% I 3.1% I 4.5% I 5.5% /Retained toCom Eq 1 5.5% 
75% I 65% 1 61% 1 104% 1 80% I 72% I 65% 1 60% /All Div'dstoNetProf I 60% 

~~ 

I a holding company for Tampa 11%. Generating sources: coal, 53%; gas, 38%; purchased, 9%. 
Electric, which serves 6f2,OOO customers in west central Florida, 
and Peoples Gas (acquired 6/97), which sewes 336,000 customers 
in Florida. TECO also mines coal and has generation investments 
in Guatemala. Sold TECO Transport 12/07. Electric revenue break- 
down: residential, 50%; commercial, 30%; industrial, 9%; other, 

We estimate that TECO Energy's earn- 
ings will increase this year. In 2010, 
the company incurred $0.16 a share of 
charges for the early retirement of debt. 
There were no such charges in the first 
half of 2011, and we expect none in the 
second half. The refinancings and repay- 
ments of debt have lowered TECO's inter- 
est expense. Tampa Electric and Peoples 
Gas are performing well and are likely to 
earn their allowed returns on equity this 
year. In fact, the utilities' customer counts 
have risen for seven consecutive quarters, 
which suggests that the service area is re- 
covering (albeit slowly) from the housing 
crisis in Florida. All told, our 2011 earn- 
ings estimate is within management's tar- 
geted range of $1.25-$1.40 a share. 
TECO Coal is experiencing some posi- 
tive and negative trends. On the posi- 
tive side, contracted prices are rising, and 
the proportion of the company's sales that 
is for higher-priced specialty coal is in- 
creasing. Realized prices should get a fur- 
ther boost next year, after a contract for 
600,000 tons, which is well below the cur- 
rent market level, expires. This production 
has been sold at prices that are well above 

Fuel costs: 35% of revenues. '10 reported deprec. rate (utility): 
3.6%. Has 4,100 employees. Chairman: Sherrill W. Hudson. Presi- 
dent & CEO: John B. Ramil. Incorporated: Florida. Address: TECO 
Plaza, 702 N. Franklin Street, Tampa, Florida 33602. Telephone: 
813-228-1 11 1. internet: www,tecoenerov.com. 

the price in that contract. On the negative 
side, costs are up. as well, and volume is 
below management's previous expectation 
for the year. TECO Coal now expects sales 
of 8.2 million-8.5 million tons this year, 
compared with 8.5 million-9.0 million pre- 
viously. The volume shortfall is due to  de- 
lays in surface mine permitting and a 
shortage of contract minors, and the high- 
er price of oil is causing the cost of oil- 
based equipment, such as tires, to climb. 
When all is said and done, we believe the 
pluses will exceed the minuses, and TECO 
Coal's contribution to  the parent's bottom 
line will increase this year and next. 
Earnings should advance solidly in 
2012. The aforementioned repricing of an 
old contract a t  TECO Coal should be the 
key factor. We look for modest growth 
from the utilities, too. Our profit forecast 
remains at $1.45 a share. 
Timely TECO stock offers a dividend 
yield and 2014-2016 total return po- 
tential that are somewhat above the 
norm for utilities. Moderate dividend 
growth should occur through the middle of 
the decade. 
Paul E. Debbas, CFA August 26, 2011 

I 

ue to rounding. Next earnings report due 
Nov. (E) Div'ds Daid in late Feb.. May. 

(E) Rate base: Net orig. cost. Rate allowed on Company's Financial Strength B t  
90 com. ea. in '09 (elec.): 10.25%-12.25%: in '09 Stock's Price Stability 

S No;. 6 Div'd reinvestment plan a v d  (gas): 9.75%-11.75%; earned on avg. com. 
I ,,. . I .  . I .  

0 2011 Value Line Publishin LLC All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind. 
THE PUBLISHER 15 NOT REjPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Bls publicaQon is StriClly for subscriber's own, non-commercial. ihtemal use. No pan 
o f t  may be reproduced. resold, stared or Vanmilled m any printed, electronic or oVier form. or used for generaling a maneting any printed 01 eleclronic pubkcation. sFnice or product. 

I . .  cl. defd chgs. In '10: $2.77/sh. (D) In mill. I eq., '10: 11.4%. Regulatory Climate: Average. 
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Inst i tu t ional  Dec is ions  
4Q2010 lP2011 2P2011 

Hld's(000) 814% 8108938 77% 

percent 15 
121 107 98 shares 10 

traded L 3 
1995 1 1996 1 1997 I 1998 1999 I 2OOC 

6.4% I 6.8% I 6.3% I 5.5% I 8.4% I 7.9% 
CAPITAL STRUCTURE as of 6130H1 
Total Debt $3259.0 mill. Due in 5 Yrs $857.5 mill. 
LT Debt $2761.0 mill. 
(LT interest earned: 2 .6~)  

Pension Assets-12/10 $432 mill. Oblig. $747 mill. 

Pfd Stock $21.4 mill. 
121,613 shs. 4 1/2%. callable 108; 54,970 shs. 
4 1/4%, callable 101.50; 37,780 shs. 5%, callable 
102. All cum. $100 par. 

Common Stock 115,812,605 shs. as of 7/26/11 
MARKET CAP: $3.0 billion (Mid Cap) 

LT Interest $165.0 mill. 

Pfd Div'd $1.0 mill. 

ELECTRIC OPERATING 

X Change Rebt Sales (KWH) 
Avg. lndust Use (MWH 
Avg. lndust Revs. per h (1) 
Capacity al Peak (Mw 
Peak Load Summer Lw]  
Annual L i d  Fador (bo 
X Chaw Customers d d l  

STATISTICS 
2008 2009 
-2.0 -2.0 

5769 5145 
5.06 5.67 

6508 6807 
4754 4545 
55.0 54.5 
+.7 +.9 

2010 
+6.2 
5468 
5.82 

6756 
5485 
55.0 
+.3 .. , 

Fcted Charge Cov. (X) 263 226 267 
ANNUAL RATES Past Past Est'd '08-'lt 
ofchange(persh) 1OYrs. 5Yrs. to'16'16 
Revenues -6.0% -1.0% 2.5% 
"Cash Flow" -6.0% 1.5% 5.0% 

Dividends -4.5% 7.0% 3.0% 
BookValue -3.0% 6.0% 2.0% 

Earnings _ _  1.0% 8.5% 

Gal- QUARTERLY REVENUES (5 mill.) 
endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 406.8 451.2 574.9 406.1 
2009 421.8 467.8 528.5 440.1 

2011 481.7 524.9 650 468.4 
2012 500 540 680 510 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2008 .23 .06 .81 .21 
2009 . I O  .35 .73 . I O  
2010 2 7  .47 1.01 .04 
2011 .27 .38 .96 .07 

2010 459.8 495.2 644.4 456.8 

Car- EARNINGS PER SHARE A 

A) EPS diluted from 2010 onward. Excl. non- su 
ecur gains (losses): '96, ($0.19); '97, $7.97; O( 
98, ($1.45); '99, ($1.31); '00, $1.07; '01, 27$. Ju 

'02, ($12.06); '03, 77$; '08, 396. Totals may not St 

- 
Full 
Yea1 

1839. 
1858. 
2056. 
2125 

Full 
Yea1 
1.3 
1.28 
1.8 
1.68 
1.9 

Full 
Yea1 
1 .o 
1.1 
1.1 
1.2 

- 

2230 

- 

- 

__ 

31.20 24.77 20.06 17.02 18.23 18.37 18.09 16.98 17.04 18.34 18.15 18.60 Revenues persh 20.30 
5.32 4.77 3.77 3.12 3.28 3.94 3.77 3.14 3.59 4.24 4.05 130"CashFlow"persh 4.90 
d.58 1 1.00 1 1.48 1 1.17 1 1.55 1 1.88 1 1.84 1 1.31 I 1.28 1 1.80 1 1.68 1 1.90 ;Earnings persh A 1 2.40 
1.20 1.20 3 7  .80 .92 .98 1.08 1.16 1.20 1.24 1.28 1.32Div 'dDecl 'dpershbt 1.44 
3.37 1.89 2.06 2.19 2.45 3.95 7.84 8.65 5.26 4.82 5.75 5.85 Cap'l Spendingpersh 7.05 

25.97 13.68 14.23 16.13 16.31 17.62 19.14 20.18 20.59 21.25 21.60 22.10 BookValuepershC 23.45 
70.08 71.51 72.84 86.03 86.84 87.39 95.46 108.31 109.07 112.13 117.00 120.00 CommonShs Dutst'a E 128.00 

- -  14.0 10.8 17.4 14.8 12.2 14.1 17.0 14.9 13.0 Boldfighesarr Avg Ann'l PIE Ratio 12.5 
_ -  .76 .62 .92 .79 56 .75 1.02 .99 .84 .85 \lalueLine Relative PIE Ratio 

5.8% 8.6% 5.5% 3.9% 4.0% 4.3% 4.2% 5.2% 6.3% 5.3% Avg Ann'l Div'd Yield 4.8% 

l186.3 1771.1 1461.1 1464.5 1583.3 1605.7 1726.8 1839.0 1858.2 2056 2 2125 2230 Revenues ($mill) 
d40.0 72.0 108.1 100.1 134.9 165.3 168.4 136.8 141.3 203.9 195 225 Net Profit ($mill) 305 
NMF 53.4% 43.1% 25.0% 31.0% 25.4% 27.5% 24.8% 29.4% 29.0% 30.0% 30.0% IncomeTaxRate 30.0% 

est'nates 

._ -. 5.0% - _  - -  I - -  I 10.4% I .- I 10.4% I 10.0% 1 10.0% I 10.036 I ~ ~ ~ ~ ~ ~ t o N e t p r o f i t  1 10.0% 
1 54.0% 61.8% 1 71.6% 1 66.2% I 53.8% I 52.1% I 50.0% 1 50.6% I 49.8% I 53.4% I 53.6% 1 52.5% 1 53.PL ILong-Term Debt Ralio 

37.7% 
1042.9 
1822.4 

1.5% 
NMF 

45.5% 
3049.2 
3911.0 

5.5% 
7.1% 

~ 

- 

49.3% 48.9% 49.7% 
3124.2 3738.3 4400.1 
4071.6 4803.7 5533.5 ti 6.7% 5.8% 4.2% 

47.2% 
3000.4 
3947.7 

6.2% 

~ 

__ 

9.4% I 10.6% I 9.1% I 6.2% 

4866.8 

6.2% 

5180.8 

8.1% 
NMF 7.3% 10.3% 7.1% 9.5% 10.7% 9.2% 6.2% 6.3% 8.2% 7.5% 8.5% Return on Com Equity D I 10.0% 

NMF 120% 53% 56% 55% 49% 53% 80% 87% 65% 76% 70% All Div'dstoNetProf I 59% 
NMF NMF 4.9% 3.2% 4.3% 5.5% 4.3% 1.2% .8% 2.8% 2.0% 2.5% RetainedtoCom Eq I 4.0% 

BUSINESS Westar Energy. Inc., formerly Westem Resources, is plant age: 13 years. Fuels: coal, 51%; nuclear, 8%; gas, 41%. Has 
the parent of Kansas Gas & Electiic Company. Westar supplies 2,409 employees. BlackRock, Inc. owns 6.3% of common; off. & 
electricity to 687.000 customers in Kansas. Electric revenue dir., less than 1% (4111 proxy). Chairman: Charles Q. Chandler IV. 
sources: residential and rural, 43%; commercial, 37%; industrial, Chief Executive Officer. Mark A. Ruelle. Inc.: Kansas. Address: 818 
20%. Sold investment in ONEOK in 2003 and 85% ownership in South Kansas Avenue, Topeka, Kansas 66612. Telephone: 785- 
Protection One in 2004. 2010 deDreciation rate: 4.6%. Estimated 5716300. Internet: www.westarenersy.com. 

Shares of Westar Energy have 
rebounded in recent weeks, following a 
mid-summer selloff. The company reported 
mixed results for the second quarter. The 
top line increased at  a moderate clip, 
thanks to higher retail revenue. However, 
this was more than offset by greater oper- 
ating expenses, and share net came in 
somewhat below the prior-year tally. 
Mixed performance ought to continue 
for the remainder of the year. Revenue 
comparisons should remain favorable in 
the coming quarters. The economy in Kan- 
sas will likely continue to  fare better than 
the nation's. With the state's attractive 
business climate, unemployment there 
should remain below the national average, 
and most industrial sectors should show 
further improvement. That said, operating 
costs will probably continue to weigh on 
the bottom line. Overall, we project higher 
revenue, but a bottom-line decline for full- 
year 2011. Share net should rebound in 
2012. assuming solid revenue growth and 
greater control of operating costs. 
We anticipate further investment in 
operations going forward. Westar con- 
tinues to  make progress with its 345- 

kilovolt transmission line from Wichita to 
Oklahoma. This project is trending favor- 
able with respect to schedule and budget, 
and will likely be completed by mid-2012. 
The company continues to  move forward 
with the Prairie Wind joint venture, and 
invest in environmental controls, too. 
Westar is requesting higher rates. The 
company filed in late August with the 
Kansas Corporation Commission (KCC), 
seeking to increase base prices by about 
5.85%. This would add about $91 million 
to  revenue, on an annual basis. Westar 
cited higher operating and maintenance 
expenses, and the increased cost of com- 
plying with federal regulatory require- 
ments, as reasons for the request. 
This stock is neutrally ranked for 
Timeliness. We anticipate higher reve- 
nues and share earnings for the company 
by 2014-2016. Moreover. Westar earns 
good marks for Safety, Price Stability, and 
Earnings Predictability. From the present 
quotation, this issue has decent risk- 
adjusted total return potential. Income- 
oriented accounts should find this stocks 
healthy dividend yield attractive. 
Michael Napoli, CFA September 23, 2011 . -  

ue to rounding. Next egs. rep't due late latory assets. In 2010: $7.68/sh. (D) Rate base 

and Oct. m Div'd reinvest. Dlan avail. t mon eouitv in '09: 10.4%: earned on avq. com. 

Company's Financial Strength 

Price Growth Persistence 

B++ 
100 
70 

er. (5) Div'ds paid in early Jan., April, determined: fair value; Rate allowed on com- Stock's Price Stability 

holder invest. plan avail. (6) Incl. regu- I eq., '10: 8:7%. Regul. Clim.: Avg. (E) In-mill. 
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nsti tut ional Dec is ions  

1.07 I .99 I 27  I .83 I .94 I .54 
.73 I .75 I .77 I .78 I .78 I .69 

1.25 I 1.77 I 1.56 I 1.76 I 2.22 I 2.64 
8.44 I 8.71 1 8.25 I 8.23 I 8.44 I 8.50 

91.64 I 223.36 1 225.73 I 231.21 I 237.81 I 237.29 
13.1 I 14.3 I 47.3 I 18.0 I 13.3 I 18.7 
.88 .90 2.73 .94 .76 1.22 

5.2% 5.4% 6.0% 5.2% 6.3% 6.8% 
:APITAL STRUCTURE as of 6/30/11 
'otal Debt $4907.6 mill. Due in 5 Yrs $1729.0 mill. 
T Debt $4334.6 mill. 
id. $132.4 mill. capitalized leases. 
.T interest earned: 3.4~) 
.eases, Uncapitalized Annual rentals $22.8 mill. 
'ension Assets-12/10 $1.06 bill. 

'fd Stock $30.4 mill. 
60,000 shs. 3.60%, $100 par, callable at $101; 
4,498 shs. 6%, $100 par. 

LT Interest $244.9 mill. 

Oblig. $1.22 bill. 
Pfd Div'd $1.2 mill. 

:ominon Stock 233,739,777 shs. 
dARKET CAP: $7.2 billion (Large Cap) 

lLECTRlC OPERATING STATISTICS 
2008 2009 2010 , Change Refail Sales (KWH) 

vg I n d u s t  Use (MWH 
vg l n d u s t  Revs per Ihi (0 
apadjatPeak(Mw 
eak Load, Summer~& 
nnud toad Fador I il 

-2.2 
NA 

6.05 
NA 

5740 
NA 

-8.1 
NA 

6.57 
NA 

5812 
NA 

+6.0 
NA 
NA 
NA 

5908 
NA 

IChaooeCuhmekfwendl +.5 +.2 +.3 

b d  Charge Cw. (r) 270 281 312 
\NNUAL RATES Past Past Est'd '08-'10 
ifchange(persh) 10Yrs. 5Yrs. to'lC'16 
!evenues 5.5% 2.5% 4.5% 
Cash Flow" 3.5% 2.5% 8.0% 
iarnings 8.0% 8.5% 8.5% 
lividends -1.0% 10.0% 16.0% 
3ook Value 6.0% 7.5% 4.5% 

Car- QUARTERLY RWENUES ($mill.) FUII 
!ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 1431.8 946.1 852.5 1200.6 4431.0 
2009 1396.2 842.5 821.9 1067.3 4127.9 
2010 1248.6 890.9 973.2 1089.8 4202.5 
2011 1328.7 991.7 979.6 1200 4500 
2012 1325 975 925 1175 4400 
Gal- EARNINGS PER SHARE" ~ ~ 1 1  
!ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 5 2  2 5  .33 .42 1.52 
2009 .60 2 7  2 5  .48 1.60 
2010 5 5  .37 .47 .53 1.92 
2011 .72 .41 .47 .55 2.15 
2012 .75 .42 .50 .58 2.25 

Gal. QUARTERLY DIVIDENDS PAID =t FUII 
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 ,125 ,125 ,125 ,125 .50 
2008 ,135 ,135 ,135 ,135 .54 
2009 ,169 ,169 ,169 ,169 .68 
2010 2 0  2 0  2 0  2 0  .80 

I 18.12 I 18.95 
2.98 2.95 1 1:Ai 1 1.52 

.54 

I .88 1 39  

6.9% I 4.1% I 6.9% I 10.0% I 12.5% I 19.0% I 23.8% I 27.2% 
62.2% I 59.8% I 59.9% I 56.2% I 52.8% I 51.3% 1 50.3% I 54.8% 
37.2% 39.6% 39.6% 43.3% 46.7% 48.2% 49.2% 44.8% 
5523.8 5400.3 5963.3 5762.3 5741.5 5992.8 6302.1 7442.0 
1188.0 4398.8 5926.1 5903.1 6362.9 7052.5 7681.2 8517.0 
5.8% 7.1% 6.3% 5.6% 7.0% 6.6% 7.0% 6.3% 

10.5% 12.5% 11.3% 8.8% 11.2% 10.7% 10.8% 10.7% 
10.6% 12.6% 11.4% 8.8% 11.3% 10.8% 10.9% 10.7% 
6.0% 8.3% 7.4% 4.9% 7.5% 7.1% 7.1% 7.0% 
43% 35% 35% 45% 34% 35% 35% 35% 

BUSINESS: Wisconsin Energy Corporation is a holding company 
for We Energies, which provides electric, gas & steam service in 
Wisconsin. Customers: 1.1 mill. elec., 1.1 mill. gas. Acq'd WICOR 
4/00. Discontinued pump-manufacturing operations in '04. Sold 
Point Beach nuclear plant in '07. Electric revenue breakdown: 
residential, 38%; small commercial & industrial, 31%; large com- 

Wisconsin Energy is awaiting a deci- 
sion from the state commission about 
the company's regulatory proposal. 
Typically, the utility would have filed a 
general rate case in May, with new tariffs 
taking effect the following January. But, 
in order to reduce rate pressure on its cus- 
tomers, the company made an alternative 
proposal. Instead of filing a general rate 
case, Wisconsin Energy proposed that it be 
allowed to  suspend $140.1 million of regu- 
latory amortization in 2012. This would 
help lift earnings next year without a base 
rate hike. The utility would file a general 
rate case in 2012, with new tariffs taking 
effect in 2013. However, if the commission 
rejects this idea, the company would file a 
general rate case. Wisconsin Energy would 
request electric, gas, and steam increases 
of $170.6 million, $6.0 million, and $3.6 
million, respectively. The commission's de- 
cision is expected next month. 
Earnings are likely to rise in 2011 and 
2012. This year, Wisconsin Energy is ben- 
efiting from the income from a coal-fired 
facility that began commercial operation in 
early 2011. Hot weather is another plus, 
and has helped offset the effect of the 

80 
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40 
30 
25 
20 
15 
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STOCK INDEX 

23.50 

15.26 16.26 17.05 1 17.60 BookValuepersh 19.75 
233.82 233.77 232.00 1 228.00 Common Shs outst'g D 224.00 

13.3 14.0 Bdd fi& am Avg Ann'l PIE Ratio 14.5 
iative PIE Ratio 1 39  1 .90 1 1 3.2% 3.0% Avg Ann'l Diu'd Yield 4.2% 

4127.9 4202.5 4500 4400 Revenues ($mill) 5250 
378.4 455.6 520 Net Profit ($mill) 

36.5% 35.4% 34.5% 35.0% Income Tax Rate 34.0% 
25.0% 18.6% 12.0% 10.0% AFUDC %to  Net Profit 8.0% 
51.9% 50.6% 54.0% 54.0% Long-Term Debt Ratio 53.5% 
47.7% 1 49.0% I 46.0% I 45.5% (Common Equity Ratio I 46.5% 
7473.1 I 7764.5 I 8640 1 8800 \Total Capital ($mill) I 9475 
9070.5 9601.5 10275 10750 /Net Plant ($mill) 11225 

6.4% 7.5% 7.5% 7.5% Return on Total Cap'l 8.0% 
10.5% 11.9% 13.0% 13.0% Return onShr.Equity 14.0% 
10.6% I 12.0% I 13.0% 1 13.0% /Return on Corn Equ& E 1 14.0% 
6.2% I 7.0% I 6.5% I 6.5% /Retained to Com Eq I 6.0% 
42% 1 41% I 48% I 50% /All Div'ds to Net Prof I 59% 

mercial & industrial, 23%; other, 8%. Generating sources: coal, 
54%; gas, 9%; hydro, 1%; wind, 1%; purchased, 35%. Fuel costs: 
44% of revs. '10 reported deprec. rate (utility): 2.8%. Has 4,600 em- 
ployees. Chairman, President 8 CEO: Gale E. Klappa. Inc.: WI. Ad- 
dress: 231 W. Michigan St., P.O. Box 1331, Milwaukee, WI 53201. 
Tel.: 414-221-2345. Internet: www.wisconsinenerov.com. 

sputtering economy on electric demand. 
The beginning of a $300 million stock buy- 
back program should help, too. We assume 
the adoption of Wisconsin Energy's afore- 
mentioned regulatory proposal in our 2012 
profit forecast. 
A general rate case is pending in 
Michigan. The utility is seeking an in- 
crease of $14.9 million, based on a 10.4% 
return on equity. The company expects to 
self-implement a $7.7 million hike in Jan- 
uary. The final order is due in July. 
Two renewable-energy projects are 
being built. The company is spending 
$361 million to add 162 megawatts of wind 
capacity. This project should be completed 
by yearend. A 50-mw biomass plant is ex- 
pected to be in service by the end of 2013 
at a projected cost of $255 million. 
This timely stock is suitable for utility 
investors who are focused on divi- 
dend growth. The payout ratio is now 
low, by utility standards, but the company 
wants to raise it to 60%. Accordingly, hefty 
dividend boosts are likely to occur. This 
should produce an above-average (for a 
utility) total return through mid-decade. 
Paul E. Debbas, CFA September 23, ZOPP 2011 I .26 2 6  .26 

I , i) Diluted EPS. Excl. nonrec. gains (losses): ear gs report due late Oct. (8) Div'ds histori- $6.55/sh. (0) In mill., adj. for split. (E) Rate 
9, (5$); '00, I O $  net; '02, (44$); '03, ( I O $ )  cally paid in early Mar., June, Sept. & Dec. = base: Net orig. cost. Rates allowed on corn. eq. 
d: '04, (42$); gains on disc. ops.: '04, 77$; Div'd reinvestment plan avail. t Shareholder in- in '10: 10.4%-10.5%; eamed on avg. com. eq., 
5. 2d: '06. 2d: '09. 2d; ' I O .  Id: '11. 56 Next vestment plan avail. (C) Incl. intang. in ' IO:  09: 10.8%. Regulatory Climate: Above Avg. 
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Stock's Price Stability 100 
Price Growth Persistence 85 
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AMEREN CORP (NYSE) ZACKS RANK: 3 - HOLD 

A€€ 32.74 d0.45 (1.39%) Vol. 1,307,632 15:07 EX 

Ameren Corporation companies provide energy services customers in Missouri and Illinois. AmerenUE, one of its 
subsidiaries, is the one of the largest electric utilities in Missouri and distributors of natural gas. AmerenCIPS, 
another subsidiary, is both an electric and natural gas utility and serves one of the largest geographic areas of 
Illinois-based utility companies. (Company Press Release) 

General Information 
AMEREN CORP 
1901 CHOUTEAU AVE 
ST LOUIS, MO 63103 
Phone: 314-621-3222 
Fax: 31 4-621 -2888 
Web: http://www.ameren.com 
Email: invest@ameren.com 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/21/2012 

Price and Volume Information 

Zacks Rank did 
Yesterday’s Close 32.29 
52 Week High 33.49 
52 Week Low 25.55 
Beta 0.63 
20 Day Moving Average 1,847,078.25 
Target Price Consensus 28.25 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last %lit Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

E CREE1 30-Day Closing Prices 33.0 
32.5 

32.0 
31.5 

31.0 

30.5 

30.0 
29.5 

29.0 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
10.39 4Week 1.78 
17.85 12 Week 10.85 
14.54 YTD 14.95 

Dividend Information 
24, .67 Dividend Yield 4.77% 

Annual Dividend $1.54 
7,803.40 Payout Ratio 0.59 

-0.09 
09/06/2011 / $0.38 

2.15 Change in Payout Ratio 

N/A Last Dividend Payout I Amount 

Consensus Recommendations 
0.32 Current (l=Strong Buy, 5=Strong Sell) 
2.55 30 Days Ago 
4.00 60 Days Ago 

Next EPS Report Date 02/21/2012 90 Days Ago 

Fun~amentai Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 12.66 vs. Previous Year 12.14% vs. Previous Year 0.62!% 
27.34% Trailing 12 Months: 12.28 vs. Previous Quarter 166.10% vs. Previous Quarter: 

PEG Ratio 3.17 

Price Ratios ROE ROA 
Price/Book 0.96 09/30/11 8.05 09/30/11 2.74 

3.20 
3.20 
3.20 
3.22 

h ttp : //w w w . zac ks . c omlre search/print . php ?t ype=report&t =AEE 11/7/2011 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/1 I 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

5. i o c m a / i  I 
1.02 03/31/11 

Quick Ratio 
1.45 09/30/11 

1.51 06/30/11 
1.48 03/31/1 I 

Pre-Tax Margin 
1 1.45 09/30/11 
5.23 06/30/11 
5.47 03/31/11 

Debt-to-Equity 
7.52 09/30/11 
7.47 06/30/11 
7.32 03/31/11 

7.54 06/30/1 I 
7.86 03/31/11 

Operating Margin 
1.05 09/30/11 
1.13 06/30/11 
1.17 03/31/11 

Book Value 
11.45 09/30/11 
5.23 06/30/11 
5.47 03/31/11 

Debt to Capital 
0.82 09/30/11 
0.89 06/30/11 
0.90 03/31/11 

2.54 
2.65 

8.37 
7.79 
8.28 

33.73 
32.94 
32.76 

45.04 
47.04 
47.48 

http://www.zacks.co~~esearch/print,php?type=report&t=AEE E 1/7/20 1 1 
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Zacks.com Quotes and Research 

ZACKS RANK: 3 - HOLD I 1 AEP 39.74 ~ 0 . 0 4  (O.lO%) Vol. 2,300,064 15:30 ET 

American Electric Power is a public utility holding company which owns,directly or indirectly, all of the outstanding 
common stock of its domesticelectric utility subsidiaries and varying percentages of other subsidiaries. Substantially 
all of the operating revenues of AEP and its subsidiaries are derived from the furnishing of electric service. The 
Company's operations are divided into three business segments: Wholesale, Energy Delivery and Other. 

General Information 
AMER ELEC PWR 
1 RIVERSIDE PLAZA 
COLUMBUS, OH 43215 
Phone: 614-716-1000 
Fax: 614-223-1823 
Web: http://www.aep.com 
Email: kIkozero@aep.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 0 1 /27/20 1 2 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank ka 
Yesterday's Close 39.70 
52 Week High 40.08 
52 Week Low 33.09 
Beta 0.51 
20 Day Moving Average 3,840,518.00 
Target Price Consensus 40.93 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 
Next EPS Report Date 

Fundamental Ratios 
PIE 
Current FY Estimate: 12.73 
Trailing 12 Months: 12.81 
PEG Ratio 3.1 8 

Price Ratios 
Price/Book 1.31 

40.5 

40.0 

39.5 

39.0 

38.5 

38.0 

1 * CAEPI 30-Day Closms Prices 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
5.19 4 Week -3.01 

11.02 12 Week 4.43 
10.34 YTD 10.73 

Dividend Information 

Annual Dividend $1.84 
19,146.28 Payout Ratio 0.59 

0.04 
08/08/2011 / $0.46 

482.27 Dividend Yield 4.63% 

.53 Change in Payout Ratio 
N/A Last Dividend Payout /Amount 

Consensus Recommendations 
0.41 Current (l=Strong Buy, 5=Strong Sell) 
3.12 30 Days Ago 
4.00 60 Days Ago 

01/27/2012 90 Days Ago 

2.31 
2.31 
2.1 9 
2.24 

EPS Growth Sales Growth 
vs. Previous Year 1.74% vs. Previous Year 4.88% 
vs. Previous Quarter 60.27% vs. Previous Quarter: 19.44% 

ROE 
09/30/11 

ROA 
10.64 09/30/11 2.93 

http://www .zacks.com/research/print.php?type=report&t=AEP 11/7/2011 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/3 1 /I 1 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

5.94 06/30/11 
1.28 03/31/11 

Quick Ratio 
0.77 09/30/11 
0.81 06/30/11 
0.80 03/31/11 

Pre-Tax Margin 
16.1 3 09/30/11 
15.1 8 06/30/11 
13.23 03/31/11 

Debt-to-Equity 
7.31 09/30/11 
6.78 06/30/11 
6.52 03/31/11 

10.73 06/30/11 
10.88 03/31/11 

Operating Margin 
0.56 09/30/11 
0.59 06/30/11 
0.58 03/31/1 I 

Book Value 
1 6.1 3 09/30/11 
15.1 8 06/30/11 
13.23 03/31/11 

Debt to Capital 
1.04 09/30/11 
1.1 2 06/30/11 
1.13 03/31/11 

2.93 
2.94 

9.93 
9.97 

10.15 

30.38 
28.93 
28.64 

50.89 
52.85 
53.24 

~ 
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Zacks.com Quotes and Research 

CENTERPOINT ENERGY INC (NYSE) ZACKS RANK. 3 - HOLD 

CNP 20.36 ~0.05 (0.25%) VOl. 1,945,008 15:12 ET 

Centerpoint Energy is a domestic energy delivery company that includes electricity transmission and distribution, 
natural gas distribution and sales, interstate pipeline and gathering operations. They serve customers in Arkansas, 
Illinois, Iowa, Kansas, Louisiana, Minnesota, Mississippi, Missouri, Oklahoma, Texas, and Wisconsin. 

General Information 
CENTERPOINT EGY 
11 11 LOUISIANA ST. 
HOUSTON, TX 77002 
Phone: 7132073000 
Fax: 71 3-207-31 69 
Web: http://www.centerpointenergy.com 
Email: None 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 03/06/2012 

Price and Volume information 

Zacks Rank lid, 
Yesterday's Close 20.31 
52 Week High 21.47 
52 Week Low 15.09 
Beta 0.65 
20 Day Moving Average 5,139,217.00 
Target Price Consensus 21.5 

@ CCNPI 30-Day Closing P ~ r c e s  

21.2 

/iilj 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
1.91 4 Week -6.04 
8.61 12Week 2.1 6 

29.20 YTD 29.65 

Dividend Information 

Annual Dividend 
425,86 Dividend Yield 3.89% 

$0.79 
8,649.14 Payout Ratio 0.64 

-0.02 
08/12/2011 / $0.20 

1.28 Change in Payout Ratio 
2/11/1995 Last Dividend Payout / Amount 

EPS information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.20 Current (I=Strong Buy, 5=Strong Sell) 2.00 
Current Year EPS Consensus Estimate 1.1 3 30 Days Ago 1.85 
Estimated Long-Term EPS Growth Rate 5.70 60 Days Ago 1.85 
Next EPS Report Date 

Fundamental Ratios 
PJE 
Current FY Estimate: 18.02 
Trailing 12 Months: 16.38 
PEG Ratio 3.18 

Price Ratios 
Price/Book 2.06 

03/06/2012 90 Days Ago 2.00 

EPS Growth Sales Growth 
vs. Previous Year 27.59% vs. Previous Year -1.42% 
vs. Previous Quarter 54.17% vs. Previous Quarter: 2.40% 

ROE 
09/30/11 

ROA 
15.1 0 09/30/11 2.64 

http://www .zacks.com/research/print.php?type=report&t=CNF' 1 1 /7/2Q 1 1 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/1 I 

Net Margin 
0913011 1 

06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.39 06/30/11 
1.03 03/31/11 

Quick Ratio 
0.85 09/30/11 
0.86 06/30/11 
0.92 03/31/11 

Pre-Tax Margin 
14.03 09/30/11 
9.35 06/30/11 
8.67 03/31/11 

Debt-to-Equity 
17.98 09/30/11 
18.39 06/30/11 
18.37 03/31/11 

15.31 06/30/11 
14.82 03/31/11 

Operating Margin 
0.67 09/30/11 
0.73 06/30/11 
0.83 03/31/11 

Book Value 
14.03 09/30/11 
9.35 06/30/11 
8.67 03/31/11 

Debt to Capital 
2.02 09/30/11 
2.57 06/30/11 
2.67 0313111 1 

Page 2 of 2 

2.52 
2.40 

6.28 
5.86 
5.62 

9.88 
7.79 
7.68 

66.88 
71.98 
72.78 

I http://www .zacks.com/research/print.php?type=report&t=CNF' 1 1/7/20 1 1 
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CLECO CORP NEW (NYSE) ZACKS RANK: 1 - STRONG BUY 

CNL 36.80 ~ 0 . 1 4  (0.38%) Vol. 392,184 15:12 ET 

Cleco Corp. is an energy services company based in central Louisiana. Their two primary businesses are Cleco 
Power LLC, a regulated electric utility business, and Cleco Midstream Resources LLC, a wholesale energy business. 
They use a mixture of western coal, petroleum coke (petcoke), lignite, oil, and natural gas to serve their customers. 
This diverse fuel mix helps Cleco deliver reliable, low-cost power to its customers. 

General Information 
CLECO CORP 
2030 DONAHUE FERRY ROAD 
PINEVILLE, LA 71361-5000 
Phone: 31 84847400 
Fax: 318-484-7465 
Web: http://www.cleco.com 
Email: None 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/23/20 12 

Price and Volume information 

Zacks Rank 
Yesterday’s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Solit Date 

did 
36.66 
37.74 
30.05 

0.50 
568,663.88 

37.83 

6.69 
9.76 

19.18 

61.06 

2,238.53 

4.37 
05/22/2001 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

0.39 
2.37 
7.00 

Next EPS Report Date 

Fundamental Ratios 
PIE 

Current FY Estimate: 15.45 
Trailing 12 Months: 15.15 
PEG Ratio 2.21 

Price Ratios 
P rice/Boo k 1.59 

02/23/2012 

EPS Growth 
vs. Previous Year 

38. Q 

37.5 

37.1 

36.5 

36. 1 

35.5 

35.1 

34.5 

CCWLI 3Q-Day Clesinq Priccr 

1Q-Q?-11 11- 04- 11 

% Price Change Relative to S&P 500 

12 Week 3.24 
YTD 19.60 

Dividend Information 

Annual Dividend $1.25 
Payout Ratio 0.46 
Change in Payout Ratio -0.10 
Last Dividend Payout / Amount 11/03/2011 / $0.31 

4 Week -1.63 

Dividend Yield 3.41 % 

Consensus Recommendations 
Current (1 =Strong Buy, 5=Strong Sell) 
30 Days Ago 
60 Days Ago 
90 Days Ago 

2.25 
2.25 
2.25 
2.40 

31.33% 
vs. Previous Quarter 109.62% 

ROE 
09/30/11 10.86 

Sales Growth 
vs. Previous Year 2.24% 
vs. Previous Quarter: 28.82% 

ROA 
09/30/11 3.62 

http://www .zacks.com/research/print.php?type=report&t=CNL 1 1/7/20 1 1 
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PriceICash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

Page 2 of 2 

7.24 06/30/11 
1.97 03/31/11 

Quick Ratio 
1.51 09/30/11 
1.49 06/30/11 
1 .OO 03/31/11 

Pre-Tax Margin 
24.1 1 09/30/11 
23.32 06/30/11 
18.46 03/31/11 

Debt-to-Equity 
5.1 1 09/30/11 
4.74 06/30/11 
4.44 03/31/11 

9.84 06/30/11 
10.1 9 03/31/11 

Operating Margin 
1.25 09/30/11 
1.24 06/30/1 I 
0.78 03/31/11 

Book Value 
24.1 1 09/30/11 
23.32 06/30/11 
18.46 03/31/11 

Debt to Capital 
0.97 09/30/11 
1 .OO 06/30/11 
1.03 03/31/11 

3.24 
3.31 

12.99 
11.64 
11.77 

23.03 
22.75 
21.86 

49.36 
50.01 
50.81 

http:ffwww .zacks.com/research/print.php?type=report&t=CNL 1 P%9/2011 
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2acks.iorn Quotes and Research 

CMS ENERGY CORP (NYSE) 

CMS 20.71 ~0.12 10.58%) Vol. 1.346.071 15:14 ET 

ZACKS RANK: 3 - HOLD 1 
CMS Energy Corporation is a diversified energy company operating in the United States and around the world. The 
company's two principal subsidiaries are Consumers Energy Company and CMS Enterprises Company. Consumers 
Energy Company is a public utility that provides natural gas or electricity to residents in Michigan's lower peninsula. 
CMS Enterprises Company, through subsidiaries, is engaged in several domestic and international diversified 
energy businesses. 

General Information 
CMS ENERGY 
ONE ENERGY PLAZA 
JACKSON, MI 49201 
Phone: 51 77881 61 2 
Fax: 517-788-1859 
Web: http://www.cmsenergy.com 
Email: invstrel@cmsenergy.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/23/2012 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 20.59 
52 Week High 21.58 
52 Week Low 16.96 
Beta 0.53 
20 Day Moving Average 3,475,116.50 
Target Price Consensus 22.73 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

3.88 
12.88 
10.70 

253.36 

5,216.60 

3.25 
N/A 

0.37 
1.45 
5.50 

Next EPS Report Date 02/23/2012 

~ u n ~ a ~ e n ~ a ~  Ratios 
PIE EPS Growth 

Current FY Estimate: 14.23 vs. Previous Year 

11-17- 11 11-04-11 

% Price Change Relative to S&P 500 
4 Week -4.22 
12 Week 6.18 
YTD 1 1.09 

Dividend Information 

Annual Dividend $0.84 
Payout Ratio 0.56 
Change in Payout Ratio 0.1 9 
Last Dividend Payout I Amount 11/02/2011 / $0.21 

Dividend Yield 4.08% 

Consensus Recommendations 
Current (I=Strong Buy, 5=Strong Sell) 1.92 
30 Days Ago 1.77 
60 Days Ago 1.77 
90 Days Ago 1.77 

Sales Growth 
1.92% vs. Previous Year 1.46% 

Trailing 12 Months: 13.64 vs. Previous Quarter 103.85% vs. Previous Quarter: 7.33% 
PEG Ratio 2.59 

Price Ratios ROE ROA 

http://www.cmsenergy.com
mailto:invstrel@cmsenergy.com
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PriceIBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.69 09/30/11 
5.1 5 06/30/11 
0.79 03/31/11 

Quick Ratio 
1.29 09/30/11 
1.32 06/30/11 
1.20 03/31/11 

Pre-Tax Margin 
8.99 09/30/11 
9.20 06/30/11 
9.97 03/31/11 

Debt-to-Equity 
4.67 09/30/11 
4.50 06/30/11 
4.36 03/31/11 

13.32 09/30/11 
13.72 06/30/11 
13.91 03/31/11 

Operating Margin 
0.71 09/30/11 
0.89 06/30/11 
0.89 03/31/11 

Book Value 
8.99 09/30/11 
9.20 06/30/11 
9.97 03/31/11 

Debt to Capital 
2.01 09/30/1 I 
2.1 2 06/30/11 
2.08 03/31/11 

http://www .zacks.codresearch/print.php?type=report&t=CMS 

2.50 
2.54 
2.56 

6.02 
6.10 
6.07 

12.18 
11.89 
11.62 

66.79 
67.94 
67.57 
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Zacks.com Quotes and Research 
~ 

ZACKS R A N K  3 - HOLD CONSTELLATION ENERGY GROUP I (NYSE) 

CEG 39.99 ~ 0 . 7 8  (1.99%) VOI. 1,318,856 15:14ET 

Baltimore Gas and Electric Company consists primarily of generating, purchasing, and selling electricity and 
purchasing, transporting, and selling natural gas. 

General information 
CONSTELLATN EGY 
100 CONSTELLATION WAY 
BALTIMORE, MD 21202 
Phone. 4104702800 
Fax. 410-234-5220 
Web. http://~w.constellation corn 
Email: investorRelations@constellation.com 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 0211 0/2012 

Price and Volume linformation 

40.5 

40.0 

39.5 

39.0 

38.5 

38.0 

37.5 

Zacks Rank si4 
Yesterday’s Close 39.21 
52 Week High 40.22 
52 Week Low 27.64 
Beta 0.97 
20 Day Moving Average 2,614,567.25 
Target Price Consensus 40.6 

10-07-11 11-04-11 

% Price Change 
4 Week 4.70 4 Week -3.47 
12 Week 9.99 12 Week 3.45 
YTD 28.01 YTD 28.46 

Share information Dividend information 

(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.64 Current (I=Strong Buy, 5=Strong Sell) 2.75 
Current Year EPS Consensus Estimate 2.98 30 Days Ago 2.75 
Estimated Long-Term EPS Growth Rate 4.80 60 Days Ago 2.75 
Next EPS Report Date 02/10/2012 90 Days Ago 2.50 

~ u n ~ a ~ e n t a l  Ratios 
PIE EPS Growth Sales Growth 

% Price Change Relative to S&P 500 

Shares Outstanding 201 .32 Dividend Yield 2.45% 
Annual Dividend $0.96 

7,893.83 Payout Ratio 0.39 
0.02 

09/08/2011 / $0.24 
.36 Change in Payout Ratio 

05/18/1992 Last Dividend Payout / Amount 

Current FY Estimate. 13.14 vs. Previous Year 41.67% vs. Previous Year -1 1.28% 
Trailing 12 Months: 15.75 vs. Previous Quarter -1 0.53% vs. Previous Quarter: 4.80% 
PEG Ratio 2.76 

Price Ratios ROE ROA 
2.61 Price/Book 0.98 09/30/11 

Price/Cash Flow 5.27 06/30/11 6.02 06/30/11 2.44 
6.44 09/30/11 

http://Zacks.com
http://Zacks.com
mailto:investorRelations@constellation.com
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Price / Sales 

Current Ratio 
09/30/1 I 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

0.57 03/31/11 

Quick Ratio 
1.57 09/30/11 
1.64 06/30/11 
1.80 03/31/11 

Pre-Tax Margin 
5.57 09/30/11 

-1 1.79 06/30/11 
-12.25 03/31/11 

Debt-to-Equity 
20.35 09/30/11 
22.89 06/30/11 
24.03 03/31/11 

5.76 03/31/11 

Operating Margin 
1.39 09/30/11 
1.45 06/30/11 
1.62 03/31/11 

Book Value 
5.57 09/30/11 

-1 1.79 06/30/11 
-12.25 03/31/11 

Debt to Capital 
0.56 09/30/11 
0.53 06/30/11 
0.55 03/31/11 

http://www .zacks.com/research/print.php?type=report&t=CEG 
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2.34 

3.72 
3.32 
3.29 

40.19 
40.43 
40.29 

35.48 
34.21 
35.02 

1 1/7/20 1 1 
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Zacks.com Quotes and Research 

DTE ENERGY CO (NYSE) ZACKS RANK: 3 - HOLD 

DTE 52.07 7-0.05 (8.10%) VOl. 661,000 15~15 ET 

DTE Energy is a Detroit-based diversified energy company involved in the development and management of energy- 
related businesses and services nationwide. Its largest operating units are Detroit Edison, an electric utility serving 
2.1 million customers in Southeastern Michigan, and MichCon, a natural gas utility serving 1.2 million customers in 
Michigan. Detroit Edison is the Company's principal operating subsidiary. Affiliates of the Company are engaged in 
non-regulated businesses, including energy-related services and products. 

General Information 
DTE ENERGY CO 
ONE ENERGY PLAZA 
DETROIT, MI 48226 
Phone: 3132354000 
Fax: - 
Web: eMail: sholdersvcs@dteenergy.com 
Email: www.bnymellon.com/shareowner/isd 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/08/2012 

Price and Volume information 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday's Close 52.12 
52 Week High 52.82 
52 Week Low 43.22 
Beta 0.65 
20 Day Moving Average 1,151,856.63 
Target Price Consensus 51.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

5 3 . 0  

52.5 

52.0 

51.5 

5 1 . 0  

50.5 

5 0 . 0  

' 
CDTEI 30-Day Clesmg P r i c r s  1 

10-07-11 11-0*-11 

% Price Change Relative to S&P 500 
4.43 4Week -3.72 

11.01 12Week 4.42 
15.00 YTD 15.41 

Dividend Information 

Annual Dividend $2.35 
8,825.43 Payout Ratio 0.63 

-0.01 
09/15/2011 / $0.59 

69,33 Dividend Yield 4.51 Yo 

.57 Change in Payout Ratio 
N/A Last Dividend Payout /Amount 

Consensus ~ ~ c o m m ~ n ~ a t i o n s  
0.87 Current (l=Strong Buy, 5=Strong Sell) 2.90 
3.60 30 Days Ago 2.67 
5.00 60 Days Ago 2.67 

Next EPS Report Date 02/08/2012 90 Days Ago 2.67 

~ u n d a ~ e n ~ ~ ~  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 14.46 vs. Previous Year 11.46% vs. Previous Year 5.89% 
Trailing 12 Months: 14.05 vs. Previous Quarter 64.62% vs. Previous Quarter: 11.69% 

PEG Ratio 2.89 

Price Ratios ROE ROA 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.26 09/30/11 
5.39 06/30/11 
0.99 03/31/11 

Quick Ratio 
1.39 09/30/1 I 
1.23 06/30/11 
1.10 03/31/11 

Pre-Tax Margin 
10.77 09/30/11 
10.60 06/30/11 
10.37 03/31/11 

Debt-to-Equity 
9.27 09/30/11 
9.23 06/30/11 
9.34 03/31/11 

9.20 09/30/11 
9.02 06/30/11 
8.43 o3/31/1 I 

Operating Margin 
1.02 09/30/11 
0.93 06/30/11 
0.89 03/31/11 

Book Value 
10.77 09/30/11 
10.60 OW3011 1 
10.37 03/31/11 

Debt to Capital 
1.07 09/30/11 
1.1 0 06/30/11 
1.03 03/31/11 

Page 2 of 2 

2.56 
2.49 
2.32 

7.09 
6.97 
6.64 

41.39 
40.30 
40.37 

51.68 

50.64 
52.38 
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Zacks.com Quotes and Research 

EDISON INTL (NYSE) ZACKS RANK: 3 - HOLD 

EIX 41.03 ~ 0 . 2 7  (0.66%) Vol. 1,282,702 15:16 ET 

Edison International is an international electric power generator, distributor and structured finance provider. Edison 
International is one of the industry leaders in privatized, deregulated and incentive-regulated markets and power 
generation. It is the parent company of Edison Mission Energy, Southern California Edison, Edison Capita, Edison 
Enterprises and Edison O&M Services. (Company Press Release) 

General Information 
EDISON INTL 
2244 WALNUT GROVE AVE STE 369 P 0 BOX 
800 
ROSEMEAD, CA 91770 
Phone. (626) 302-2222 
Fax: 626-302-21 17 
Web: http://www.edison.com 
Email: invrel@sce.com 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 03/05/20 1 2 

Price and Volume Information 

Zacks Rank Jid 
Yesterday's Close 40.76 
52 Week High 41.57 
52 Week Low 32.64 
Beta 0.66 
20 Day Moving Average 2,342,882.75 
Target Price Consensus 42.25 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

11.0 
40.5 
40.0 
39.5 
39.0 
38.5 
38.0 
37.5 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
8.00 4Week -0.42 

17.19 12Week 10.23 
5.60 YTD 5.97 

Dividend Information 
325,81 Dividend Yield 3.14% 

Annual Dividend $1.28 
13,280.06 Payout Ratio 0.42 

0.06 
09/28/2011 / $0.32 

.47 Change in Payout Ratio 

o6/22/lgg3 Last Dividend Payout / Amount 

EPS information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.45 Current (I=Strong Buy, 5=Strong Sell) 1.71 
Current Year EPS Consensus Estimate 2.93 30 Days Ago 1.71 
Estimated Long-Term EPS Growth Rate 5.00 60 Days Ago 1.86 
Next EPS Report Date 03/05/2012 90 Days Ago 2.13 

F~ndamen~al Ratios 
P/E EPS Growth Sales Growth 

Current FY Estimate: 13.90 vs. Previous Year -10.27% vs. Previous Year 

PEG Ratio 2.78 

Price Ratios ROE ROA 

-10.61% 
Trailing 12 Months: 13.36 vs. Previous Quarter 142.59% vs. Previous Quarter: 13.51% 
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Price/Book 
PricelCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31 /I 1 

Inventory Turnover 
09/30/11 
06/30/11 
03/3 1 /I 1 

1.21 09/30/11 
4.78 06/30/11 
1.09 03/31/11 

Quick Ratio 
1.1 4 09/30/11 
1.1 2 06/30/11 
1.17 03/31/11 

Pre-Tax Margin 
12.1 8 09/30/11 
12.51 06/30/11 
12.48 03/31/11 

Debt-to-Equity 
15.48 09/30/11 
15.45 06/30/11 
15.40 0313111 1 

9.35 09/30/11 
9.95 06/30/11 

10.19 03/31/11 

Operating Margin 
1 .OO 09/30/11 
0.97 06/30/11 
1.02 03/31/11 

Book Value 
12.1 8 09/30/11 
12.51 06/30/11 
12.48 03/31/11 

Debt to Capital 
1 . 1 8 09/30/11 
1.21 06/30/11 
1.1 7 03/31/11 

2.16 
2.30 
2.38 

8.22 
8.41 
8.66 

33.81 
32.93 
32.78 

51.92 
52.43 
51.68 
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GREAT PLAINS ENERGY INC (NYSE) ZACKS RANK 3 - HOLD 

EXP 21.24 ~ 0 . 1 0  (0.47%) Vol. 881,157 15:17 ET 

Great Plains Energy incorporated engages in the generation, transmission, distribution and sale of electricity to 
customers located in all or portions of numerous counties in western Missouri and eastern Kansas. Customers 
include residences, commercial firms, and industrials, municipalities and other electric utilities. 

General Information 
GREAT PLAINS EN 
1200 MAIN ST. 

Phone: 81 65562200 
Fax: 81 6-556-2446 
Web: http://www.greatplainsenergy.com 
Email: eula.jones@kcpl.com 

KANSAS CITY, MO 641 06-21 24 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/23/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 21.14 
52 Week High 21.33 
52 Week Low 16.34 
Beta 0.71 
20 Day Moving Average 1,138,111.63 
Target Price Consensus 21 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

21.5 CGXPI  30-Day C l e s i n s  P r i c  

21.0 

20.5 

20.0 

19.5 

14-07-11 11-04-11 

% Price Change Relative to S&P 500 

8.52 4Week 0.06 
18.03 12 Week 1 1.02 
9.03 YTD 9.41 

Dividend Information 

Annual Dividend $0.83 
2,873.94 Payout Ratio 0.70 

-0.1 0 
08/25/2011 / $0.21 

35.95 Dividend Yield 3.93% 

4.44 Change in Payout Ratio 
06/01/3992 Last Dividend Payout / Amount 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.02 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 1.26 30 Days Ago 2.00 
Estimated Long-Term EPS Growth Rate 6.50 60 Days Ago 1.86 
Next EPS Report Date 02/23/2012 90 Days Ago 1.75 

~ ~ n d a ~ e n t a l  Ratios 
P/E EPS Growth Sales Growth 

Current FY Estimate: 16.78 vs. Previous Year -5.21% vs. Previous Year 6.1 6% 
Trailing 12 Months: 17.76 vs. Previous Quarter 193.55% vs. Previous Quarter: 36.91% 
PEG Ratio 2.58 

Price Ratios ROE 
PriceiBook 0.96 0913011 1 

ROA 
5.76 09/30/11 1.88 
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PricelCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31 /I I 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/1 I 
03/31/11 

5.09 06/30/11 
1.25 03/31/11 

Quick Ratio 
0.44 09/30/11 
0.42 06/30/11 
0.39 03/31/11 

Pre-Tax Margin 
10.66 09/30/11 
10.89 06/30/11 
12.47 03/31/11 

Debt-to-Equity 
3.1 9 09/30/11 
3.1 0 06/30/11 
2.91 03/31/11 

5.99 06/30/11 
6.75 03/31/11 

Operating Margin 
0.30 09/30/11 
0.28 06/30/11 
0.23 03/31/11 

Book Value 
10.66 09/30/11 
10.89 06/30/11 
12.47 03/31/11 

Debt to Capital 
0.92 09/30/11 
0.99 06/30/11 
0.98 03/31/11 

Page 2 of 2 

1.96 
2.21 

7.28 
7.67 
8.65 

21.95 
21.19 
21.12 

47.64 
49.49 
49.15 

http://www .zacks.com/research/print.php?type=report&t=GXP 1 1 /7/20 1 1 

http://Zacks.com
http://www


Zacks .corn Page 1 of 2 

Pmrren &#in@, ~~~~~~~ ~~~~~~~~~~5~~ 
Zacks.com Quotes and Research 

HAWAIIAN ELEC INDUSTRIES (NYSE) ZACKS R A N K  4 - SELL 

HE 25.84 V-0.84 (-3.15%) Vol. 614,907 1537 ET 

Hawaiian Electric Industries, Inc. is a holding company with subsidiaries engaged in the electric utility, savings bank, 
freight transportation, real estate development and other businesses, primarily in the State of Hawaii, and in the 
pursuit of independent power projects in Asia and the Pacific. 

General Information 
HAWAIIAN ELEC 
900 RICHARDS ST 
HONOLULU, HI 96813 
Phone: 8085435662 
Fax: 808-543-7966 
Web: http://www.hei.com 
Email: skimura@hei.com 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/09/2012 

Price and Volume information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

A 
26.68 
26.79 
20.59 

0.51 
465,346.41 

24.9 

I a CHEl 30-Day Closrnq P r i  27.0 

26.5 

26.0 

25.5 

25.0 

24.5 

ii-M-ii 

% Price Change Relative to SLP 500 

9.34 4 Week 0.81 
18.95 12 Week i 1.88 
17.07 YTD 17.48 

Dividend Information 

Annual Dividend $1.24 
2,558.02 Payout Ratio 0.93 

-0.09 
08/11/2011 / $0.31 

95.88 Dividend Yield 4.65% 

5.75 Change in Payout Ratio 
06/14/2004 Last Dividend Payout / Amount 

Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.38 Current (I=Strong Buy, 5=Strong Sell) 2.80 
Current Year EPS Consensus Estimate 1.40 30 Days Ago 2.80 
Estimated Long-Term EPS Growth Rate 8.60 60 Days Ago 2.80 
Next EPS Report Date 

Fundamental Ratios 
PIE 

Current FY Estimate: 19.03 
Trailing 12 Months: 19.91 
PEG Ratio 2.22 

Price Ratios 
PriceiBook 1.66 

02/09/2012 90 Days Ago 2.80 

EPS Growth Sales Growth 
vs. Previous Year 42.86% vs. Previous Year 27.62% 
vs. Previous Quarter 78.57% vs. Previous Quarter: 1 1.59% 

ROE 
09/30/11 

ROA 
8.66 09/30/11 1.42 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/1 I 
06/30/11 
03/31/11 

inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

9.1 5 06/30/11 
0.83 03/31/11 

Quick Ratio 
0.94 09/30/11 
0.93 06/30/11 
0.93 03/31/11 

Pre-Tax Margin 
6.62 09/30/11 
6.25 06/30/11 
6.72 03/31/11 

Debt-to-Equity 
- 09/30/11 
- 06/30/11 
- 03/31/11 

7.68 06/30/11 
7.88 03/31/11 

Operating Margin 
0.94 09/30/11 
0.93 06/30/11 
0.93 03/31/11 

Book Value 
6.62 09/30/11 
6.25 06/30/11 
6.72 03/31/11 

Debt to Capital 
0.87 09/30/11 
0.95 06/30/11 
0.96 03/31/11 

1.26 
1.30 

4.23 
3.96 
4.24 

16.04 
15.87 
15.77 

47.19 
49.37 
49.63 
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ldacorp Inc. is an electric public utility company. The company is engaged in the generation, purchase, transmission, 
distribution and sale of electric energy primarily in the areas including southern Idaho, eastern Oregon and northern 
Nevada. The company relies heavily on hydroelectric power for its generating needs and is one of the nation's few 
investor-owned utilities with a predominantly hydro base. The company's principal commercial and industrial 
customers include lodges, condominiums, and ski lifts and related facilities. 

General Information 
IDACORP INC 
1221 WEST IDAHO STREET 

Phone: 2083882200 
Fax: 208-388-691 6 
Web: www.idacorpinc.com 
Email: None 

BOISE, ID 83702-5627 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/22/2012 

Price and Volume lnformation 

Zacks Rank 4h 
Yesterday's Close 40.43 
52 Week High 41.97 
52 Week Low 33.88 
Beta 0.44 
20 Day Moving Average 300,403.66 
Target Price Consensus 41 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

4.61 
11.81 
9.33 

42. 0 

t1.5 

41.0 

40.5 

4e.0 

39.5 

39. b 

38.5 

2 @ C I D R I  30-Day 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 

12 Week 5.1 7 
YTD 9.71 

Dividend Information 

4 Week -3.56 

49,7, Dividend Yield 2.97% 
Annual Dividend $1.20 

2,009.86 Payout Ratio 0.49 
-0.03 

11/03/2011 / $0.30 
4,27 Change in Payout Ratio 
N/A Last Dividend Payout / Amount 

Consensus R e c o m m ~ n ~ a ~ i o n s  
0.46 Current (l=Strong Buy, 5=Strong Sell) 2.50 
3.40 30 Days Ago 2.17 
4.70 60 Days Ago 2.33 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 
Next EPS Report Date 02/22/2012 90 Days Ago 2.33 

~ ~ n ~ a M e n t a ~  Ratios 
PIE EPS Growth Sales Growth 
Current FY Estimate: 1 1.89 vs. Previous Year -27.34% vs. Previous Year 0.09% 
Trailing 12 Months: 16.57 vs. Previous Quarter 140.48% vs. Previous Quarter: 31.77% 

PEG Ratio 2.55 

Price Ratios ROE ROA 
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Price/Book 
PricelCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.21 09/30/11 
7.50 06/30/11 
1.95 03/31/11 

Quick Ratio 
1.22 09/30/11 
0.96 06/30/11 
1.02 03/31/11 

Pre-Tax Margin 
13.47 09/30/11 
14.95 06/30/11 
15.36 03/31/11 

Debt-to-Equity 
7.46 09/30/11 
7.74 06/30/11 
8.23 03/31/11 

7.67 09/30/11 
8.95 06/30/11 

10.35 03/31/11 

Operating Margin 
0.84 09/30/11 
0.68 06/30/11 
0.78 03/31/11 

Book Value 
13.47 09/30/11 
14.95 06/30/11 
15.36 03/31/11 

Debt to Capital 
0.90 09/30/11 
0.95 06/30/11 
0.96 03/31/11 

2.59 
2.99 
3.45 

11.79 
13.44 
15.13 

33.41 
31.61 
31.43 

47.25 
48.70 
48.91 
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Zacks.com Quotes and Research 

INTEGRYS ENERGY GROUP INC (NYSE) ZACKS RANK: 2 - BUY 
TEG 52.65 r-0.29 (-0.55%) Vol. 549,680 1538 ET 

lntegrys Energy Group is a diversified holding company with regulated utility operations operating through six wholly 
owned subsidiaries. These include the Wisconsin Public Service Corporation, The Peoples Gas Light and Coke 
Company, North Shore Gas Company, Upper Peninsula Power Company, Michigan Gas Utilities Corporation, and 
Minnesota Energy Resources Corporation; nonregulated operations serving the competitive energy markets through 
its wholly owned nonregulated subsidiary, lntegrys Energy Services; and also a 34% equity ownership interest in 
American Transmission Company LLC (an electric transmission company operating in Wisconsin, Michigan, 
Minnesota, and Illinois). 

General Information 
INTEGRYS ENERGY 
130 EAST RANDOLPH DRIVE 
CHICAGO, IL 60601 
Phone: 800-699-1269 
Fax: - 
Web: www.integrysgroup.com 
Email: None 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/22/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

2% 
52.94 
54.02 
42.76 

0.85 
585,687.00 

51.67 

9.34 
12.71 
9.13 

78.29 

4,144.57 

5.87 
NIA 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

1.05 
3.37 
4.50 

Next EPS Report Date 02/22/2012 

~ u n ~ a ~ e n t a l  Ratios 
Pi€ EPS Growth 

Current FY Estimate: 15.73 vs. Previous Year 

& C E O 1  3b-Day C l o s d  155.0 

% Price Change Relative to S&P 500 
4 Week 0.81 
12 Week 6.02 
YTD 9.52 

Dividend Information 

Annual Dividend $2.72 
Payout Ratio 0.85 

Last Dividend Payout / Amount 08/29/2011 /$0.68 

Dividend Yield 5.14% 

Change in Payout Ratio -0.06 

Consensus Recommendations 
Current (I=Strong Buy, 5=Strong Sell) 
30 Days Ago 
60 Days Ago 
90 Days Ago 

2.57 
2.57 
2.71 
2.71 

Sales Growth 
22.86% vs. Previous Year -5.93% 

Trailing 12 Months: 16.54 vs. Previous Quarter 13.1 6% vs. Previous Quarter: -7.1 3% 
PEG Ratio 3.50 
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Price Ratios 
PricelBook 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
0313111 1 

ROE 
1.40 09/30/11 
8.06 06/30/1 I 
0.85 03/31/11 

Quick Ratio 
1.32 09/30/11 
1.41 06/30/11 
1.36 03/31/11 

Pre-Tax Margin 
8.83 09/30/1 I 
8.1 1 06/30/11 
9.47 03/31/1 I 

Debt-to-Equity 
19.87 09/30/11 
19.71 06/30/11 
19.57 03/31/11 

ROA 
8.55 09/30/11 
8.39 06/30/11 
8.62 03/31/11 

Operating Margin 
1.06 09/30/11 
1.28 06/30/11 
1.29 03/31/11 

Book Value 
8.83 09/30/11 
8.1 1 06/30/11 
9.47 03/31/11 

Debt to Capital 
0.70 09/30/11 
0.71 06/30/11 
0.72 03/31/11 

http://www .zacks.com/research/print.php?type=report&t=TEG 

2.65 
2.57 
2.63 

5.21 
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37.90 
38.09 
38.47 

40.81 
41.27 
41.46 
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Zacks.com Quotes and Research 

ITC HLDGS CORP (NYSE) ZACKS RANK: 3 - HOLD 

r-rc 74.85 v-o.m 1-0.440~ VOI. 135.111 15:19 ET 

ITC Holdings Corp. is in the business of electricity transmission infrastructure improvements as a means to improve 
electric reliability, reduce congestion and lower the overall cost of delivered energy. Through ITC operating 
subsidiaries, ITCTransmission and METC, we are the only publicly traded company engaged exclusively in the 
transmission of electricity in the United States. We are also the largest independent electric transmission company 
and the eighth largest electric transmission company in the country based on transmission load served. Its business 
strategy is to operate, maintain and invest in our transmission infrastructure in order to enhance system integrity and 
reliability and to reduce transmission constraints. By pursuing this strategy, we seek to reduce the overall cost of 
delivered energy for end-use consumers by providing them with access to electricity from the lowest cost electricity 
generation sources. 

General Information 
ITC HOLDINGS CP 
271 75 ENERGY WAY 
NOVI, MI 40377 
Phone: 248-946-3000 
Fax: - 
Web: http://www.itc-holdings.com 
Email: None 

Industry 
Sector: 

UTIL-ELEC PWR 
Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/21/2012 

Price and Volume Information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

77.0 

78.0 

75.0 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
6.71 4Week -1.61 
6.25 12 Week -0.06 

21.30 YTD 21.72 

Dividend Information 

Annual Dividend $1.41 
3,856.43 Payout Ratio 0.44 

-0.16 
08/30/2011 / $0.35 

5,.30 Dividend Yield 1.88% 

6.93 Change in Payout Ratio 

N/A Last Dividend Payout / Amount 

Consensus Rec~mmend~tions 
Current Quarter EPS Consensus Estimate 0.84 Current (l=Strong Buy, 5=Strong Sell) 1.75 

Current Year EPS Consensus Estimate 3.33 30 Days Ago 1.50 
Estimated Long-Term EPS Growth Rate 16.50 60 Days Ago 1.29 
Next EPS Report Date 02/21/2012 90 Days Ago 1.50 

F ~ n d ~ M e ~ t ~ ~  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 22.60 vs. Previous Year 13.33% vs. Previous Year 7.46% 
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Trailing 12 Months: 
PEG Ratio 

Price Ratios 
PricelBook 
PricelCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/1 I 
03/31/11 

Inventory Turnover 
09/30/11 
OW3011 1 

03/31/11 

23.49 vs. Previous Quarter 

1.37 
ROE 

3.20 09/30/11 
16.37 06/30/11 
5.18 03/31/11 

Quick Ratio 
0.99 09/30/11 
1.02 06/30/11 
1 .I 7 03/31/11 

Pre-Tax Margin 
34.37 09/30/11 
34.22 06/30/1 I 
33.71 03/31/11 

Debt-to-Equity 
3.26 09/30/11 
3.13 06/30/11 
3.13 03/31/11 

2.41 Yo vs. Previous Quarter: 

ROA 
14.21 09/30/11 
14.08 06/30/1 I 
13.90 03/31/11 

Operating Margin 
0.80 09/30/11 
0.85 06/30/11 
0.94 03/31/11 

Book Value 
34.37 09/30/11 
34.22 06/30/11 
33.71 03/31/11 

Debt to Capital 
2.14 09/30/11 
2.1 6 06/30/1 I 
2.18 03/31/11 

http://www .zacks.com/research/print.php?type=report&t=ITC 

3.35% 

3.71 
3.67 
3.59 

22.26 
21.89 
21.47 

23.51 
23.32 
22.75 

68.12 
68.31 
68.52 
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Zacks.com Quotes and Research 

PEPCO HOLDINGS INC (NYSE) ZACKS RANK: 3 - HOLD 

POM 19.51 9-0.07 (-0.36%) VOI. 868,037 15:20 ET 

Pepco Holdings, Inc. is an energy holding company. Pepco has been providing reliable electric sewice for more than 
one hundred years. Today, they deliver electricity to homes and businesses in the District of Columbia and its 
Maryland suburbs. 

General Information 
PEPCO HLDGS 
SUITE 1300 701 NINTH STREET NW 
WASHINGTON, DC 20068 
Phone: 202-872-2000 

Web: http://www.pepcoholdings.corn 
Email: investor@pepcoholdings.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/24/2012 

Price and Voiume Information 

Fax: 202-331-6750 

Industry UTIL-ELEC PWR 

Zacks Rank d k  
Yesterday's Close 19.58 
52 Week High 20.36 
52 Week Low 16.57 
Beta 0.52 
20 Day Moving Average 1,743,203.63 
Target Price Consensus 19.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

% Price Change Relative to S&P 500 
4.99 4 Week -3.20 
7.88 12 Week 1.47 
7.29 YTD 7.67 

Dividend Information 

Annual Dividend $1.08 
4,432.83 Payout Ratio 0.84 

0.03 
09/08/2011 / $0.27 

226,40 Dividend Yield 5.52% 

4.47 Change in Payout Ratio 
N/A Last Dividend Payout /Amount 

Consensus Recommendations 
0.1 6 Current (l=Strong Buy, 5=Strong Sell) 2.80 
1.24 30 Days Ago 2.80 
4.00 60 Days Ago 2.78 

Next EPS Report Date 02/24/2012 90 Days Ago 2.78 

Fundamental Ratios 
P/E EPS Growth Sales Growth 
Current FY Estimate: 15.80 vs. Previous Year -32.69% vs. Previous Year -20.51 Yo 
Trailing 12 Months: 15.1 8 vs. Previous Quarter -1 6.67% vs. Previous Quarter: 16.61% 

PEG Ratio 3.95 

Price Ratios ROE ROA 
Price/Book 1.02 09/30/11 6.83 0913011 1 2.04 
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PricelCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.57 06/30/11 
0.71 03/31/11 

Quick Ratio 
0.96 09/30/11 
0.96 06/30/11 
0.89 03/31/11 

Pre-Tax Margin 
5.69 09/30/11 
3.52 06/30/11 
2.82 03/31/1 I 

Debt-to-Equity 
37.01 09/30/11 
40.27 06/30/11 
42.28 03/31/11 

7.73 06/30/11 
7.32 03/31/11 

Operating Margin 
0.87 09/30/11 
0.87 06/30/11 
0.82 03/31/1 I 

Book Value 
5.69 09/30/11 
3.52 06/30/11 
2.82 03/31/1 1 

Debt to Capital 
0.96 09/30/11 
0.97 06/30/11 
0.95 03/31/11 

2.30 
2.1 1 

4.72 
4.96 
4.52 

19.25 
19.1 2 
18.93 

49.06 
49.35 
48.73 
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Zacks.com Quotes and Research 

I ZACKS R A N K  3 - HOLD 

PCG 40.1 9 *-0.67 (-1.64%) VOl. 2,913,573 15:21 ET 

PG&E Corporation is an energy-based holding company. Pacific Gas and Electric Company, the company’s primary 
subsidiary, is an operating public utility engaged principally in the business of providing electricity and natural gas 
distribution and transmission services throughout most of Northern and Central California. 

General Information 
PG&E GORP 
ONE MARKET SPEAR TOWER SUITE 2400 
SAN FRANCISCO, CA 941 05 
Phone: 4152677000 
Fax: 41 5-267-7268 
Web: http://www.pgecorp.com 
Email: invrel@pge-corp.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 0211 6/2012 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank 
Yesterday’s Close 40.86 
52 Week High 48.63 
52 Week Low 37.57 
Beta 0.30 
20 Day Moving Average 3,231,359.50 
Target Price Consensus 44.65 

% Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

% Price Change Relative to S&P 500 
-4.91 4 Week -12.33 
2.51 12 Week -3.58 

-14.59 YTD -1 4.29 

Dividend Information 

Annual Dividend $1.82 
16,435.73 Payout Ratio 0.54 

0.00 
09/29/2011 / $0.46 

402.24 Dividend Yield 4.45% 

,49 Change in Payout Ratio 
Last Dividend Payout / Amount 

Consensus Recommendations 
0.83 Current (l=Strong Buy, 5=Strong Sell) 1.87 
3.52 30 Days Ago 1.87 
5.00 60 Days Ago 1.94 

Next EPS Report Date 02/16/2012 90 Days Ago 1.94 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 1 1.60 vs. Previous Year 5.88% vs. Previous Year 9.88% 
Trailing 12 Months: 12.09 vs. Previous Quarter 5.88% vs. Previous Quarter: 4.78% 
PEG Ratio 2.32 

Price Ratios ROE ROA 
Price/Book 1.35 09/30/11 1 1.49 09/30/11 2.91 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

4.59 06/30/11 
1 .I 1 03/31/11 

Quick Ratio 
0.86 09/30/11 
0.87 06/30/11 
0.70 03/31/11 

Pre-Tax Margin 
9.77 09/30/11 

10.81 06/30/11 
1 1.03 03/31/11 

Debt-to-Equity 
29.68 09/30/11 
29.41 06/30/11 
28.91 03/31/11 

11.40 06/30/11 
11.13 03/31/11 

Operating Margin 
0.80 09/30/1 I 
0.82 06/30/11 
0.67 0313111 1 

Book Value 
9.77 09/30/11 

10.81 06/30/11 
1 1.03 03/31/11 

Debt to Capital 
1.33 09/30/11 
0.97 06/30/11 
0.91 03/31/11 

2.87 
2.79 

9.23 
9.1 9 
9.09 

30.36 
30.26 
29.44 

57.05 
49.26 
47.64 
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Page 1 of 2 

PORTLAND GEN ELEC CO (NYSE) 

POR 25.03 r-0.11 (-0.44%) VOI. 420.406 15:22 ET 

ZACKS RANK 3 - HOLD 

Portland General Electric, headquartered in Portland, Ore., is a vertically integrated electric utility that serves 
residential, commercial and industrial customers in Oregon. The company has more than a century of experience in 
power delivery. PGE generates power from a diverse mix of resources, including hydropower, coal and natural gas. 
PGE also participates in the wholesale market by purchasing and selling electricity and natural gas to utilities and 
energy marketers. 

General information .% 

PORTLAND GEN EL 
121 SW SALMON ST 1 WTC0501 
PORTLAND, OR 97204 
Phone: 5034647779 
Fax: - 
Web: www.portlandgeneral.com 
Email: investors@pgn.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/24/2012 

Price and Volume lnformation 

Industry UTIL-ELEC PWR 

Zacks Rank dk 
Yesterday's Close 25.14 
52 Week High 26.05 
52 Week Low 20.71 
Beta 0.66 
20 Day Moving Average 774,833.63 
Target Price Consensus 26.13 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

% Price Change Relative to S&P 500 
8.27 4 Week -0.1 8 
9.26 12 Week 2.77 

15.85 YTD 16.26 

Dividend Information 

Annual Dividend $1.06 
1,894.07 Payout Ratio 0.55 

-0.02 
09/22/2011 /$0.26 

75,34 Dividend Yield 4.22% 

3.08 Change in Payout Ratio 

N/A Last Dividend Payout / Amount 

Consensus Recomm~n~ations 
0.39 Current (l=Strong Buy, 5=Strong Sell) 2.67 
2.01 30 Days Ago 2.44 
5.00 60 Days Ago 2.44 

Next EPS Report Date 02/24/2012 90 Days Ago 2.67 

~ ~ n d ~ m e n t a l  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 12.54 vs. Previous Year -44.62% vs. Previous Year -5.39% 
Trailing 12 Months: 13.1 6 vs. Previous Quarter 24.14% vs. Previous Quarter: 6.81% 
PEG Ratio 2.51 

Price Ratios ROE ROA 

http://Zacks.com
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Price/Book 
PricdCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.15 09/30/11 
5.21 06/30/11 
1.06 03/31/11 

Quick Ratio 
- 09/30/11 

1.54 06/30/11 
1.54 03/31/11 

Pre-Tax Margin 
- 09/30/11 

12.51 06/30/11 
12.54 03/31/11 

Debt-to-Equity 
- 09/30/11 

16.83 06130/1 i 
16.90 03/31/11 

8.77 o9/30/1 i 
10.1 9 06/30/11 
10.46 03/31/11 

Operating Margin 
- 09/30/11 

1.39 06/30/11 
1.42 03/31/11 

Book Value 
- 09/30/11 

12.51 06/30/11 
12.54 03/31/11 

Debt to Capital 
- 09/30/11 

1.09 06/30/11 
1.09 03/31/11 

2.60 

3.03 
2.98 

7.99 
9.1 0 
9.19 

21.88 
21.84 

52.18 
52.22 
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PPL CORP (NYSE) ZACKS RANK 3 - HOLD 

PPL 29.75 *0.08 (0.27%) Vol. 1,703,780 15:22 ET 

PPL Corporation is an energy and utility holding company. PPL controls more than 12,000 megawatts of generating 
capacity in the United States, sells energy in key U S .  markets and delivers electricity to customers in Pennsylvania 
and the United Kingdom. 

General Information 
PPL CORP 
TWO N NINTH ST 

Phone: 61 0-774-51 51 
Fax: 61 0-774-51 06 
Web: http://www.pplresources.com 
Email: invserv@pplweb.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 0211 0/2012 
Price and Volume Information 

ALLENTOWN, PA 181 01 -1 179 

Industry UTIL-ELEC PWR 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 

5.59 4 Week -2.65 
14.11 12Week 7.34 
12.73 YTD 13.13 

Dividend Information 

Annual Dividend $1.40 
577.75 Dividend Yield 4.72% 

17,l 41.81 Payout Ratio 0.48 
3.70 Change in Payout Ratio -0.08 

08/25/2005 Last Dividend Payout I Amount 09/07/2011 / $0.35 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.62 Current (l=Strong Buy, 5=Strong Sell) 2.08 
Current Year EPS Consensus Estimate 2.61 30 Days Ago 2.08 
Estimated Long-Term EPS Growth Rate 12.20 60 Days Ago 2.1 8 
Next EPS Report Date 02/10/2012 90 Days Ago 2.25 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 1 1.37 vs. Previous Year 2.70% vs. Previous Year 43.18% 
Trailing 12 Months: 10.27 vs. Previous Quarter 68.89% vs. Previous Quarter: 25.35% 
PEG Ratio 0.93 
Price Ratios ROE 

PriceiBook 1.54 0913011 1 
ROA 

15.27 09/30/11 4.08 
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PriceICash Flow 
Price / Sales 

Current Ratio 
09/30/1 1 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.71 06/30/11 
1.65 03/31/11 

Quick Ratio 
0.1 3 09/30/11 
1.1 7 06/30/11 
1 .17 03/31/11 

Pre-Tax Margin 
18.59 09/30/11 
17.96 06/30/11 
17.64 03/31/11 

Debt-to-Equity 
9.32 09/30/1 I 
9.67 06/30/11 
9.99 03/31/11 

15.45 06/30/11 
16.50 03/31/11 

Operating Margin 
- 09/30/11 

1.03 06/30/11 
1.05 03/31/11 

Book Value 
18.59 09/30/11 
17.96 06/30/1 I 
17.64 03/31/11 

Debt to Capital 
- 09/30/11 

1.61 06/30/11 
1.39 03/31/11 

4.28 
4.76 

14.46 
15.05 
16.63 

19.24 
18.92 
18.16 

61.62 
58.19 
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Zacks.com Quotes and Research 

TECO ENERGY INC (NYSE) ZACKS RANK 3 - HOLD 

rE 19.11 h0.m (0.53%) VOI. 1,086,369 1523 ET 

TECO Energy, Inc. is a diversified, energy-related holding company. Its principal businesses are Tampa Electric, 
Peoples Gas, Florida's largest natural gas distributor; TECO Power Services, an independent power company; 
TECO Transport, a river and ocean transportation company; TECO Coal, producer of coal and synthetic fuel; and 
TECO Solutions, an energy sewices/engineering company. (Company Press Release) 

General Information 
TECOENERGY 
702 N FRANKLIN ST 
TAMPA, FL 33602 
Phone: 81 322841 11 
Fax: 81 3-228-1 670 
Web: http://www.tecoenergy.com 
Email: investorrelations@tecoenergy.com 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/10/2012 

Price and Volume information 

Zacks Rank sk 
Yesterday's Close 19.01 
52 Week High 19.66 
52 Week Low 15.82 
Beta 0.82 
20 Day Moving Average 2,160,514.75 
Target Price Consensus 18.82 

I E CTEI 3b-Day Closms Prices 

I- 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
11.23 4Week 2.56 
12.42 12 Week 5.74 
6.80 YTD 7.1 7 

Dividend Information 

Annual Dividend 
215.72 Dividend Yield 

4,100.90 Payout Ratio 
6l Change in Payout Ratio 

4.52% 
$0.86 

0.69 
-0.06 

08/31/1993 Last Dividend Payout /Amount 08/11/2011 /$0.22 

EPS Information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.29 Current (l=Strong Buy, 5=Strong Sell) 2.69 
Current Year EPS Consensus Estimate 1.31 30 Days Ago 2.81 
Estimated Long-Term EPS Growth Rate 4.70 60 Days Ago 2.81 
Next EPS Report Date 02/10/2012 90 Days Ago 2.81 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 14.50 vs. Previous Year 23.53% vs. Previous Year 1.06% 

PEG Ratio 3.1 1 
Trailing 12 Months: 15.21 vs. Previous Quarter 16.67% vs. Previous Quarter: 2.90% 

Price Ratios ROE 
Price/Book 1.81 09/30/11 

ROA 

12.1 5 09/30/11 3.74 

http://www .zacks.codresearch/print.php?type=report&t=TE 11/7/2011 

http://Zacks.com
http://Zacks.com
http://www.tecoenergy.com
mailto:investorrelations@tecoenergy.com
http://www


I Zacks.com 

PriceiCash Flow 6.94 06/30/11 
Price / Sales 1.22 03/31/11 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

Quick Ratio 
0.83 09/30/11 
0.90 06/30/1 I 
0.98 03/31/11 

Pre-Tax Margin 
12.89 09/30/11 
12.1 9 06/30/11 
i 1.85 03Mlll1 

Debt-to-Equity 
9.45 09/30/11 
9.29 06/30/11 
9.27 03/31/11 

11.56 06/30/11 
11.77 03/31/11 

Operating Margin 
0.63 09/30/11 
0.61 06/30/11 
0.64 03/31/11 

Book Value 
12.89 09/30/11 
12.19 06/30/11 
1 1.85 03/31/1 I 

Debt to Capital 
1.1 9 09/30/1 I 
1.33 06/30/11 
1.41 03/31/11 

7.97 
7.51 
7.54 

10.49 
10.31 
10.17 

54.32 
57.09 
58.42 

Page 2 of 2 

3.50 
3.49 

http://www .zacks.com/research/print.php?type=report&t=TE 1 1/7/20 H I 

http://Zacks.com
http://www


I Zacks. corn Page 1 of 2 

2acks.com Quotes and Research 

WESTAR ENERGY INC (NYSE) ZACKS RANK 3 - HOLD 

WR 27.29 60.02 (0.07%) Vol. 1,371,210 15:24 ET 

Westar Energy is a consumer services company with interests in monitored services and energy. Westar Energy 
provides electric utility services to customers in Kansas. Westar Energy's goal is to operate the best utility in the 
Midwest. They will provide their customers quality service at below average prices. Westar Energy Generation and 
Marketing will be a preferred energy provider, both inside and outside their service territory. 

General Information 
WESTAR ENERGY 
a i  a KANSAS AVE 
TOPEKA, KS 66601 
Phone: 7855756300 
Fax: 785-575-6596 
Web: http://www.westarenergy.com 
Email: ir@westarenergy.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/23/20 12 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank J iL  
Yesterday's Close 27.27 
52 Week High 27.98 
52 Week Low 22.63 
Beta 0.59 
20 Day Moving Average 1,164,479.38 
Target Price Consensus 28.58 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 
Next EPS Report Date 

~ ~ n ~ ~ ~ e n ~ a l  Ratios 
PIE 

Current FY Estimate: 15.41 
Trailing 12 Months: 21.14 
PEG Ratio 2.53 

Price Ratios 
PriceiBook 1.22 

I CUR1 30-Day Cles ing  Prices 127.8 

% Price Change Relative to S&P 500 
3.30 4Week -4.76 

11.03 12Week 4.44 
8.39 YTD 8.77 

Dividend Information 

Annual Dividend $1.28 
3,158.22 Payout Ratio 0.99 

0.22 
09/07/2011 / $0.32 

15.81 Dividend Yield 4.69% 

7.76 Change in Payout Ratio 
N/A Last Dividend Payout / Amount 

Consensus Recommenda~ions 
0.1 1 Current (I=Strong Buy, 5=Strong Sell) 
1.77 30 Days Ago 
6.1 0 60 Days Ago 

02/23/201 2 90 Days Ago 

2.00 
2.00 
2.00 
2.00 

EPS Growth Sales Growth 

vs. Previous Quarter -% vs. Previous Quarter: 
vs. Previous Year -3.92% vs. Previous Year 5.23% 

29.20% 

ROE 
09/30/11 

ROA 
7.92 09/30/11 2.37 

http://www .zacks.com/researck/print.php?type=report&t=WR 1 E/7/20% 1 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

6.25 06/30/11 
1.47 03/31/11 

Quick Ratio 
0.68 09/30/11 
0.68 06/30/11 
0.67 03/31/11 

Pre-Tax Margin 
14.69 09/30/11 
13.48 06/30/11 
14.18 03/31/11 

Debt-to-Equity 
5.46 09/30/11 
5.40 06/30/11 
5.38 03/31/11 

8.1 0 06/30/11 
8.63 03/31/11 

Operating Margin 
0.45 09/30/11 
0.45 06/30/11 
0.41 03/31/11 

Book Value 
14.69 09/30/11 
13.48 06/30/11 
14.18 03/31/11 

Debt to Capital 
1.06 09/30/11 
1.1 2 06/30/11 
1.14 03/31/11 

2.41 
2.57 

9.12 
9.28 
9.86 

22.42 
21.72 
21.26 

51.1 6 
52.57 
53.1 5 

~ 
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Piwen ~~~~~~~ R e s e P r x e l t + f . K ~ ~ ~ ~ ~  
Zacks.com Quotes and Research 

WISCONSIN ENERGY CORP (NYSE) ZACKS RANK: 2 - BUY 

WEC 32.82 AO.10 10.31%) VOI. 348.059 15:24 ET 

Wisconsin Energy Corp. is a holding company with subsidiaries in utility and non-utility businesses. The company 
serves electric and natural gas customers in Wisconsin and Michigan's Upper Peninsula through its primary utility 
subsidiaries Wisconsin Electric, Wisconsin Gas and Edison Sault Electric. Its non-utility subsidiaries include energy 
services and development, pump manufacturing, waste-to-energy, and real estate businesses. (Company Press 
Release) 

General Information 
WlSC ENERGY CP 
231 W MICHIGAN ST .P 0 BOX 1331 
MILWAUKEE, WI 53201 
Phone: 414-221-2345 
Fax: - 
Web: http://www.wisconsinenergy.com 
Email: None 

Industry UTIL-ELEC PWR 
Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/07/2012 

Price and Volume Information 

Zacks Rank d k  

Yesterday's Close 32.72 
52 Week High 33.63 
52 Week Low 27.00 
Beta 0.33 
20 Day Moving Average 1,658,206.38 
Target Price Consensus 34.44 

% Price Change 
4 Week 
12 Week 
YT-D 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 

34.0 

33.5 

33.0 

32.5 

32.0 

31.5 

CUECI 30-Day Closing Prices ---- -~ 

10-07-11 11- 04-11 

% Price Change Relative to S&P 500 
3.91 4 Week -4.20 

10.09 12 Week 3.56 
11.18 YTD 1 1.57 

Dividend Information 

Annual Dividend $1.04 
7,647.97 Payout Ratio 0.47 

0.05 

233,74 Dividend Yield 3.18% 

3.46 Change in Payout Ratio 
Last Split Date 03/02/2011 Last Dividend Payout I Amount 08/10/2011 / $0.26 

EPS information Consensus Recommendations 
Current Quarter EPS Consensus Estimate 0.50 Current (I=Strong Buy, 5=Strong Sell) 2.14 
Current Year EPS Consensus Estimate 2.15 30 Days Ago 2.14 
Estimated Long-Term EPS Growth Rate 7.50 60 Days Ago 2.14 
Next EPS Report Date 02/07/2012 90 Days Ago 2.33 

~ ~ ~ ~ a m e n t a l  Ratios 
PIE EPS Growth Sales Growth 
Current FY Estimate: 15.22 vs. Previous Year 15.79% vs. Previous Year 8.1 8% 
Trailing 12 Months: 14.81 vs. Previous Quarter 34.1 5% vs. Previous Quarter: 6.1 6% 
PEG Ratio 2.03 

Price Ratios ROE ROA 

~ http://www .zacks.com/research/print.php?type=report&t=WEC 1 1/7/20 1 1 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03/31/11 

Inventory Turnover 
09/30/11 
06/30/11 
03/31/11 

1.94 09/30/11 
13.34 06/30/11 

1.71 03/31/11 

Quick Ratio 
1.04 09/30/11 
1.02 0613011 1 
1.09 03/31/11 

Pre-Tax Margin 
17.92 09/30/11 
17.69 06/30/11 
17.84 03/31/11 

Debt-to-Equity 
9.24 09/30/11 
8.90 06/30/11 
8.49 03/31/11 

13.45 09/30/11 
13.18 06/30/11 
13.14 03/31/11 

Operating Margin 
0.70 09/30/11 
0.73 06/30/11 
0.88 03/31/11 

Book Value 
17.92 09/30/11 
17.69 06/30/11 
17.84 03/31/11 

Debt to Capital 
1 .17 09/30/11 
1 . 1 0 06/30/11 
1.11 03/31/11 

3.99 
3.90 
3.84 

11.75 
1 1.56 
11.59 

16.86 
16.89 
16.70 

53.77 
52.15 
52.44 
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......... ............ " ......... ... .. .. .............. 

Selected Yields 
3Months Year 

Recent Ago Ago 
(1 1/02/11) (8/03/11) (11/03/10) 

3Months Year 
Ago Recent Ago 

(1 1/02/11) (8/03/11) ( I  1/03/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 
30-day CP (Al/Pl) 0.51 
3-month LlBOR 0.43 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.14 
U.S. Treasury Securities 
3-month 0.01 
6-month 0.04 
1 -year 0.1 0 
5-year 0.88 
1 0-year 1.99 
10-year (inflation-protected) -0.1 0 
30-year 3.01 
30-year Zero 3.22 

0.75 0.75 
0.00-0.25 0.00-0.25 

3.25 3.25 
0.28 0.23 
0.27 0.29 

0.26 0.32 
0.44 0.53 
1.62 1.57 

0.01 0.1 2 
0.08 0.1 5 
0.14 0.20 
1.26 1.11 
2.62 2.57 
0.28 0.42 
3.90 4.04 
4.27 4.43 

I 6.0 0% 

5.0 0% 

4.0 0% 

3.0 0% 

2.0 0% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mas. Years 

Mortgage-Backed Securities 
CNMA 5.5% 
FHLMC 5.5% (Cold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.62 
2.34 
2.1 0 
2.43 

4.1 5 

4.1 2 
4.76 

2.1 7 

1 .oo 
2.29 

4.1 a 

1 .a3 

5.82 
6.57 
5.50 

TAX-EXEMPT 
Bond Buyer Indexes 

4.1 2 20-Bond Index (COS) 
5.10 25-Bond Index (Revs) 

General Obligation Bonds (COS) 
1 -year Aaa 0.24 
1 -year A 1 .OS 

5-year A 2.35 
1 0-year Aaa 2.57 
1 0-year A 3.56 
25/30-year Aaa 4.03 

Revenue Bonds (Revs) (25/3O-Year) 
Education AA 4.55 
Electric AA 4.90 

5-year Aaa 1.28 

25130-year A 5.37 

Housing AA 5.59 
Hospital AA 4.94 
Toll Road Aaa 4.55 

Federal Reserve Data 

1 .a2 
2.43 
2.36 
2.49 

4.09 
4.93 

5.43 

2.67 
2.40 
1.02 
2.74 

6.05 
6.33 
5.50 

4.87 

4.47 
5.62 

0.21 
0.96 
1.20 
2.1 a 
2.87 
4.1 a 
4.28 
5.77 

4.83 

5.80 
5.08 

5.16 

4.90 

1.23 
1.51 
1.27 
2.81 

5.28 
3.99 

5.35 
5.79 

2.87 
2.42 
0.95 
3.1 5 

5.77 

5.50 
6.48 

3.96 
4.67 

0.32 
1.13 
1.31 
2.26 
2.71 

4.23 
5.41 

4.63 
4.65 
5.50 

4.64 

3.86 

4.84 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
10/19/11 10/5/11 Change 12 Wks. 26 Wks. 52 Wks. 

Borrowed Reserves 11317 11 429 -112 11732 13270 23713 
Net Free/Borrowed Reserves 1560578 i 530211 30367 1562263 1543014 1315313 

Excess Reserves 1571 895 1541 640 30255 1573995 1556283 1339026 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
10/17/11 10/10/11 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2150.9 21 57.9 -7.0 40.8% 30.1% 21 .o% 
M2 (Ml +savings+srnall time deposits) 9628.7 9622.4 6.3 16.0% 15.9% 10.2% 

IS tJOT XSPONSIBLE TOR ANY ERRORS OR OMlSSlOhS 
resold s1xw or l ransml ied in any pnnted. eIectroi,c or o!her form. or used 131 generating or rnarke:iig any primed or eleclroric puoIIcal13K, service 01 prodJct. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(1 0/26/1 I )  (7/27/1 I )  (1 0/27/10) 

3Months Year 
Recent Ago Ago 

(1 0/26/1 I )  (7/27/11) ( I  0/27/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1.76 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.39 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.49 0.22 0.23 
3-month LIBOR 0.42 0.25 0.29 
Bank CDs 
6-month 0.1 7 0.26 0.32 
1 -year 0.21 0.44 0.54 
5-year 1.14 1.62 1.61 
U.S. Treasury Securities 
3-month 0.01 0.08 0.13 
6-month 0.06 0.1 2 0.1 7 

5-year 1.06 1.52 1.31 
1 0-year 2.20 2.98 2.72 
1 0-year (inflation-protected) 0.1 2 0.46 0.56 
30-year 3.22 4.29 4.06 
30-year Zero 3.43 4.69 4.40 

1 -year 0.1 1 0.20 0.22 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BaafBBB 
Foreign Bonds (IO-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

2.1 9 
2.47 

4.41 
4.49 
4.41 
5.05 

2.38 
2.04 
1 .oo 
2.47 

5.21 
6.49 
5.50 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

[os. Years 

TAX- EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 4.08 
25-Bond Index (Revs) 5.07 
General Obligation Bonds (COS) 
1 -year Aaa 0.29 

5-year Aaa 1.41 
5-year A 2.42 
1 0-year Aaa 2.69 
1 0-year A 3.60 
25/30-year Aaa 4.1 0 
25130-year A 5.42 
Revenue Bonds (Revs) (25/3O-Year) 
Education AA 4.56 
Electric AA 4.94 
Housing AA 5.66 

Toll Road Aaa 4.57 

1 -year A 1 .00 

Hospital AA 4.97 

Federal Reserve Data 

2.04 

2.58 
2.51 

4.42 
5.30 

2.68 

5.28 
5.82 

2.88 
2.65 
1.09 
2.98 

5.14 
6.07 
5.50 

4.46 
5.32 

0.21 
1.01 
1.27 
2.27 
2.92 
4.23 
4.34 
5.83 

4.87 

5.84 
5.1 9 

5.1 2 
4.92 

1.22 
1.69 
1.53 
2.86 

5.28 

5.86 

2.89 

4.22 

5.31 

2.57 
0.96 
3.15 

5.79 
6.05 
5.50 

3.84 
4.60 

0.34 
1.13 

2.24 
2.64 
3.77 
4.21 
5.41 

1.28 

4.63 
4.65 
5.52 

4.62 
4.80 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last -.. 
10/19/11 10/5/11 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1572296 1541 887 30409 15741 53 1556363 1339067 
Borrowed Reserves 11317 11 429 -112 11732 13270 23713 
Net Free/Borrowed Reserves 1560979 1530458 30521 1562421 1543093 131 5354 

MONEY SUPPLY 
[One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'f Growth Rates Over the bast... 
l O / l O / l l  10/3/11 Change 3 Mos. 6 Mos. I 2  Mos. 

MI (Currency+dernand deposits) 21 52.4 21 92.5 -40.1 41.1% 30.9% 20.1 Yo 
M2 (M1 +savings+small time deposits) 9621.4 9604.8 16.6 17.3% 15.8% 10.27~ 

e 20: I ,  Vatbe Li ie  Pudlsn ng ?LC. An r gh:s reserved Factual maiertal is oolalned from s3urces Delleeo IO oe relade and 15 prw.ded w ~ J I  aarrai!. 
IS " r T  RESPONSIBLE FOR ANY ER%XE. OR OMISSIOAS HERElh. Tn s publizat on is siiciiy 131 sLbscrisers ow, noncomnercal, in:crnal use. 
~ESOIO s'o.eo or transrclied in any pinisd. electronir 31 cther iorm, of Jsed 101 geieiating or marhein3 any prkied cr ele:irow p 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(1  O/l9/1 I) (7/20/11) (I 0/20/10) 

3 Months Year 
Recent Ago Ago 

(1  0/19/1 I) (7/20/11) ( 1  0/20/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 

Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.36 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 1 .a4 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.44 
3-month LIBOR 0.41 
Bank CDs 
6-month 0.1 7 

5-year 1.14 
U.S. Treasury Securities 
3-month 0.02 
6-month 0.05 
1 -year 0.1 1 
5-year 1.04 
1 0-year 2.16 
1 0-year (inflation-protected) 0.20 
30-year 3.1 8 

1 -year 0.21 

30-year Zero 3.38 

3.25 
0.21 
0.25 

0.26 
0.45 
1.62 

0.02 
0.07 
0.1 6 
1.47 
2.93 
0.54 
4.25 
4.65 

3.25 
0.23 
0.29 

0.32 
0.54 
1.61 

0.1 3 
0.1 7 
0.21 
1.10 

0.42 
3.89 
4.25 

2.48 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Bad666 
Foreign Bonds (IO-Year) 
Canada 
Germany 

United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

Japan 

2.1 7 
2.47 

4.33 
4.53 
4.40 
4.92 

2.33 
2.06 
1.02 
2.47 

5.25 
6.69 
5.49 

Treasury Security Yield Curve 

I 6.00% 

5.00% 

4.00% 

3.00% 

2.0 0% 

1 .OO% 

0.00% 
3 
Mos. Years 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 4.1 7 
25-Bond Index (Revs) 5.06 
General Obligation Bonds (COS) 
1 -year Aaa 0.25 

5-year Aaa 1.39 
5-year A 2.40 
1 0-year Aaa 2.69 
1 0-year A 3.67 
25/30-year Aaa 4.09 

Revenue Bonds (Revs) (25/3O-Year) 
Education AA 4.56 
Electric AA 4.94 
Housing AA 5.64 

Toll Road Aaa 4.57 

1 -year A 1 .oa 

25/30-year A 5.45 

Hospital AA 4.97 

Federal Reserve Data 

2.06 
2.64 
2.55 
2.51 

4.45 
5.32 
5.27 
5.78 

2.95 
2.77 
1.09 
3.07 

5.12 
6.07 
5.49 

4.51 
5.30 

0.20 
1.04 
1.27 
2.34 
2.91 
4.24 
4.34 
5.85 

4.87 

5.80 
5.1 9 

5.12 
4.92 

1.29 
1.68 
1.52 
2.86 

4.09 
5.14 
5.22 
5.72 

2.75 
2.44 
0.90 
2.99 

5.79 
6.59 
5.49 

3.82 
4.57 

0.33 
1.11 
1.25 
2.22 
2.56 
3.66 
4.1 7 
5.41 

4.63 
4.65 
5.53 

4.62 
4.82 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels 
10/5/11 9/21/11 Change 

Excess Reserves 1541 886 1548766 -6880 
Borrowed Reserves 11 429 11614 -1 85 
Net FreelBorrowed Reserves 1530457 15371 52 -6695 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels 
10/3/11 9/26/11 Change 

MI (Currency+demand deposits) 21 82.8 21 34.4 48.4 
M2 (M1 +savings+small time deposits) 961 7.9 9601.7 16.2 

Average Levels Over the Last ... 
12 Wks. 26 Wks. 52 Wks. 
1583023 1546301 1316519 

11920 13833 25141 
1571 i o 3  1532469 1291 378 

Ann'l Growth Rates Over the Last ... 
3 Mos. 6 Mos. 12 Mos. 
43.1 Yo 31 .a% 22.6% 
16.8% 15.8% 10.3% 

-__-- 
0 2C11, Valde Line PJd snlig -LC. All r.gn!:s IeSeNeC. FaZtJal male'ial :s oola'ned I ron s3uIces belhved lo t e  relabts 
IS hOT RESPONSIBLE FOR ANY E R R 0 3  OR OMISSIONS HEREIN. Tn,s p d c a s o n  s s!ricily lor sLbsciioers o m  
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Selected Yields 

3Months Year 
Recent Ago Ago 

(7 0/12/11) (7/13/1 I )  (10/13/10) 

3Months Year 
Recent Ago Ago 

(10/12/11) (7/13/11) (10/13/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 

%month LlBOR 0.40 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.14 
U.S. Treasury Securities 
?--month 0.02 
6-month 0.04 
1 -year 0.08 
5-year 1.15 
1 0-year 2.21 
1 0-year (inflation-protected) 0.23 
30-year 3.20 
30-year Zero 3.39 

30-day CP (Al/Pl) 0.38 

0.75 
0.00-0.25 

3.25 
0.23 
0.25 

0.26 
0.44 
1.61 

0.03 
0.05 
0.1 5 
1.44 

0.52 
4.1 7 
4.55 

2.88 

0.75 
0.00-0.25 

3.25 
0.24 
0.29 

0.32 
0.56 
1.66 

0.1 2 
0.1 6 
0.20 
1.12 
2.42 
0.36 

4.1 6 
3.82 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

‘ears 

I 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Cold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BaafBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1 .a9 
2.32 
2.1 7 
2.47 

4.37 
4.59 
4.53 
4.99 

2.35 
2.1 9 
1 .oo 
2.64 

5.57 

5.49 
6.81 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.14 
25-Bond Index (Revs) 5.04 
General Obligation Bonds (COS) 
1 -year Aaa 0.26 

5-year Aaa 1.41 
5-year A 2.43 
1 0-year Aaa 2.63 

25/30-year Aaa 4.1 2 
25/30-year A 5.50 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.59 
Electric AA 4.97 
Housing AA 5.63 
Hospital AA 5.00 
Toll Road Aaa 4.60 

1 -year A 1.11 

10-year A 3.75 

Federal Reserve Data 

2.1 1 
2.66 
2.56 
2.51 

4.37 
5.26 
5.20 
5.75 

2.93 
2.75 
1.11 
3.1 2 

5.22 
6.03 
5.49 

4.65 
5.36 

0.20 
1.04 
1.32 
2.40 
2.90 
4.20 
4.34 
5.85 

4.87 

5.84 
5.1 9 

5.1 3 
4.93 

1.27 
1.74 
1 .sa 
2.86 

3.96 
5.01 
5.02 
5.56 

2.73 
2.28 
0.88 
2.88 

6.38 
5.76 

5.49 

3.84 
4.58 

0.34 
1.14 

2.22 

3.71 
4.1 5 
5.40 

4.61 
4.63 
5.50 

4.60 

1.28 

2.58 

4.81 

BANK RESERVES 
(Two-Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
10/5/11 9/21/11 Change 12 Wks. 26Wks. 52 Wks. 

Excess Reserves 1541 91 9 1548799 -6880 1583036 1546308 131 6523 
Borrowed Reserves 11429 11614 -1 a5 11 920 13833 25141 
Net Free/Borrowed Reserves 1530490 15371 85 -6695 1571116 1532476 1291381 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
9/26/11 9/19/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 21 36.9 21 05.7 31.2 44.4% 26.2% 20.6% 
M2 (M1 +savings+small time deposits) 9603.6 9569.8 33.8 20.6% 16.1 Yo 10.1 Yo 

0 201 1, Value L h e  PLdtmny LLC. All rtgnls reser .ai Factdal ma:erial~j oo:amed Iron sources oelieved 10 be re1 a012 ana IS prov.oed H thoil warranties o‘ any rmd. THE PUBLlSrlER 
IS h3T RESPONSIBLE FOR AHv ESRORS OR OMISSIONS rlERElh. Th s pJbliralon’s strictly lor sJoscwers own non-cmmercial, internal use. No par1 01 i: may be reproduceo, 
r8so10, s:ore’l or transmtled in any pnnted, elc:tron,c or otner t o r r .  or used lor generating or marke!lng any printad 0’ ele:lrorlc publicillon. servce I r  pro0u:t. 
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TAXABLE 
Market Rates 

Selected Yields 

3Months Year 
Recent Ago Ago 

(1 0/05/11) (7/06/11) (10/06/1 Q) 

3Months Year 
Recent Ago Ago 

(1 0/05/11) (7/06/11) (1 0/06/10) 

Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 
30-day CP (Al/Pl) 0.41 
%month LIBOR 0.38 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.18 
U.S. Treasury Securities 
3-month 0.01 
6-month 0.02 

5-year 0.95 

1 0-year (inflation-protected) 0.08 
30-year 2.85 
30-year Zero 3.03 

1 -year 0.09 

10-year 1 .a9 

0.75 
0.00-0.25 

3.25 
0.1 8 
0.25 

0.26 
0.44 
1.63 

0.01 
0.05 
0.1 7 
1.66 
3.1 1 
0.68 
4.36 
4.75 

0.75 
0.00-0.25 

3.25 
0.27 
0.29 

0.33 
0.57 
1.68 

0.1 2 
0.1 7 
0.22 
1.16 
2.40 
0.46 
3.68 
3.98 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve I 

3 6 1 2 3 5  i o  30 
Mos. Years 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25130-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.54 
2.23 
2.13 
2.47 

3.88 
4.29 
4.21 
4.65 

2.1 4 
1.84 
0.97 
2.36 

5.29 
6.51 
5.48 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.93 
25-Bond Index (Revs) 5.01 
General Obligation Bonds (COS) 

1 -year A 0.97 
5-year Aaa 1.13 
5-year A 2.1 8 
10-year Aaa 2.36 

1 -year Aaa 0.20 

10-year A 3.47 
25/30-year Aaa 3.88 
25130-year A 5.53 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.56 
Electric AA 4.92 

Hospital AA 4.92 
Toll Road Aaa 4.58 

Housing AA 5.55 

Federal Reserve Data 

2.32 
2.91 
2.81 
2.51 

4.55 
5.44 
5.40 
5.93 

3.04 
2.93 
1.1 8 
3.25 

5.1 7 
6.03 
5.48 

4.59 
5.34 

0.23 
1.02 
1.33 
2.45 
2.75 
4.20 
4.39 
5.86 

4.89 
5.21 
5.85 
5.25 
4.99 

1.65 
2.1 6 
2.02 
2.86 

3.93 
4.92 
4.91 
5.45 

2.74 
2.22 
0.85 
2.90 

6.08 
6.43 
5.48 

3.84 
4.59 

0.32 
1.12 
1.33 
2.28 
2.61 
3.77 
4.1 6 
5.41 

4.62 
4.63 
5.52 
4.81 
4.61 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last... 
9/21/11 9/7/11 Change 12 Wks. 26 Wks. 5ZWks. 
1548799 1568587 -1 9788 1586683 1533774 1295559 

11614 11685 -71 121 54 14440 26668 
15371 85 1556902 -1 971 7 1574529 151 9335 1268891 

M O N E Y  SUPPLY 
(One-Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last... 
9/19/11 9/12/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 21 05.7 21 06.1 -0.4 38.8% 24.1 Yo 19.2% 
M2 (M1 +savings+small time deposits) 9569.8 9583.9 -14.1 23.0% 15.2% 10.1 % 

-------- 
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Selected Yields 

3Monfhs Year 
Recent Ago Ago 

(9/28/11) (6/29/11) (9/29/10) 

3Monfhs Year 
Recent Ago Ago 

(9/28/11) (6/29/11) (9/29/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 1.62 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.08 
Prime Rate 3.25 3.25 3.25 

3-month LIBOR 0.37 0.25 0.29 
Bank CDs 
6-month 0.1 7 0.26 0.33 
1 -year 0.21 0.44 0.57 
5-year 1.26 1.64 1.68 
U.S. Treasury Securities 
3-month 0.01 0.02 0.1 6 
6-month 0.03 0.1 0 0.1 9 
1 -year 0.1 0 0.1 9 0.25 

1 0-year 1.98 3.11 2.50 
1 0-year (inflation-protected) 0.1 1 0.67 0.69 
30-year 3.07 4.38 3.68 
30-year Zero 3.28 4.76 3.96 

30-day CP (Al/Pl) 0.42 0.1 7 0.22 

5-year 0.94 1.69 1.28 

Treasury Security Yield Curve 

! 
6 .OO% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.97 
2.50 

3.87 
4.50 
4.34 
4.98 

2.20 
2.01 
1 .oo 
2.55 

5.24 
6.45 
5.48 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 3.85 
25-Bond Index (Revs) 4.96 
General Obligation Bonds (COS) 

0.24 
0.99 
1.04 
2.05 
2.1 5 
3.42 
3.87 
5.53 

1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25/3O-Yeai 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Federal Reserve Data 

4.56 
4.92 
5.55 
4.90 
4.58 

2.02 
2.63 
2.50 
2.51 

4.58 
5.47 
5.42 
5.92 

3.09 

1.13 
3.33 

5.13 
6.02 
5.48 

2.98 

4.46 
5.31 

0.24 
1.04 
1.25 
2.41 
2.63 
4.1 1 
4.36 
5.86 

4.87 
5.1 7 
5.79 
5.25 
4.97 

2.01 
2.33 
2.14 
2.90 

4.01 

4.94 
5.46 

2.74 
2.24 
0.93 
2.91 

6.08 
6.50 
5.48 

4.89 

3.83 
4.58 

0.34 
1.15 
1.22 
2.20 
2.51 
3.65 
4.1 1 
5.40 

4.61 
4.62 
5.49 
4.81 
4.60 

BANK RESERVES 
(Two-Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last ... 
9/21 11 1 91711 1 Change 12 Wks. 26 Wks. 52 Wks. 
1548803 1568589 -19786 1586684 1533775 1295560 Excess Reserves 

Borrowed Reserves 11614 11 685 -71 12154 14440 26668 
Net Free/Borrowed Reserves 15371 89 1556904 -1 971 5 1574530 151 9335 1268892 

MONEY SUPPLY 
(One-Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
911 2/11 91511 1 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 2106.6 2136.3 -29.7 42.0% 27.6% 18.9% 
15.7% 10.3% M2 (M1 +savings+small time deposits) 9583.6 9591 .I -7.5 25.4% 

- 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(9/21/11) (6/22/11) (9/22/10) 

3Months Year 
Recent Ago Ago 

(9/2 1 / 1 1 )  (6/22/11) (9/22/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.42 
3-month LIBOR 0.36 
Bank CDs 
6-month 0.1 7 
1 -year 0.21 
5-year 1.26 
U.S. Treasury Securities 
%month 0.01 
6-month 0.02 
1 -year 0.1 0 
5-year 0.84 
1 0-year 1.86 
1 0-year (inflation-protected) 0.00 
30-year 2.99 
30-year Zero 3.25 

Federal Funds 0.00-0.25 
0.75 

0.00-0.25 
3.25 
0.1 8 
0.25 

0.26 
0.44 
1.64 

0.01 
0.08 
0.1 5 
1.54 
2.98 
0.75 
4.22 
4.60 

0.75 
0.00-0.25 

3.25 
0.24 
0.29 

0.34 
0.60 
1.71 

0.1 5 
0.1 9 
0.25 
1.32 
2.56 
0.65 
3.75 
4.02 

6.00% 

5.0 0% 

4.00% 

3.0 0 % 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

Mos. Years 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Cold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25130-year) A 
Utility (25130-year) A 
Utility (25130-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.14 
1.93 
1.85 
2.50 

3.59 
4.31 
4.23 
4.86 

2.1 2 
1.77 
0.99 
2.41 

5.23 
6.38 
5.47 

- 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
Revenue Bonds (Revs) (2 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.07 
25-Bond Index (Revs) 5.11 
General Obligation Bonds (GOs) 

0.21 
0.99 
1 .oo 
1.99 
2.21 
3.56 
3.89 
5.63 

Federal Reserve Data 

130-Year) 
4.62 
4.97 
5.60 
4.97 
4.69 

2.05 
2.55 
2.43 
2.51 

4.42 
5.31 
5.29 
5.79 

2.97 
2.94 
1.12 
3.1 9 

5.27 
6.10 
5.47 

4.49 
5.32 

0.28 
1.08 
1.37 
2.40 
2.63 
4.08 
4.37 
5.89 

4.87 
5.19 
5.79 
5.28 
4.97 

1.99 
2.39 
2.27 
2.90 

4.1 1 
5.02 
5.04 
5.56 

2.86 
2.35 
1.03 
2.97 

6.08 
6.47 
5.47 

3.89 
4.63 

0.34 
1.15 
1.24 
2.24 
2.56 
3.70 
4.1 1 
5.40 

4.61 
4.62 
5.44 
4.82 
4.60 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two-Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average Levels Over the last... 
9/7/11 8/24/11 Change 12 Wks. 26 Wks. 52 Wks. 

1568590 1577802 -9212 1595396 1515698 1275488 
11685 11 833 -1 48 12407 15069 28273 

1556905 1565969 -9064 1582989 1500629 1247215 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the Last ... 
9/5/11 8/29/11 Change 3 Mos. 6 Mope. 12 Mos. 

M1 (Currency+dernand deposits) 2136.6 2124.1 12.5 48.8% 30.8% 21.9% 
M2 (M1 +savings+small time deposits) 9591.4 9570.1 21.3 26.4% 15.3% 10.5% 

._ _. ._ ____ __ 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(9/15/11) (6/15/11) (9/15/10) 

3 Months Year 
Recent Ago 4 0  

(9/15/11) (6/15/11) (9/15/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 1.13 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 1.97 
Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.38 0.1 7 0.24 
3-month LIBOR 0.35 0.25 0.29 
Bank CDs 
6-month 0.1 7 0.27 0.35 
1 -year 0.21 0.45 0.61 
5-year 1.29 1.69 1.71 
U.S. Treasury Securities 
3-month 0.01 0.05 0.1 5 
6-month 0.03 0.1 0 0.19 
1 -year 0.08 0.1 6 0.23 

1 0-year 1.98 2.97 2.72 
1 0-year (inflation-protected) 0.06 0.69 0.93 
30-year 3.27 4.20 3.87 
30-year Zero 3.58 4.57 4.1 5 

5-year 0.88 1.55 1.44 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 
Mos. 

Treasury Security Yield Curve 

e a n  

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25130-year) A 
Utility (25130-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

1.88 
2.50 

3.72 
4.60 
4.48 
5.07 

2.20 
1.88 
1 .oo 
2.44 

5.25 
6.38 
5.46 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.05 
25-Bond Index (Revs) 5.07 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
10-year A 
25130-year Aaa 
25130-year A 
Revenue Bonds (Revs) (25130 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Federal Reserve Data 

0.20 
0.98 
0.93 
1.96 
2.1 7 
3.65 
3.88 
5.62 

h i  

4.62 
4.97 
5.60 
4.97 
4.69 

2.11 
2.56 
2.45 
2.51 

4.84 
5.28 
5.25 
5.77 

2.95 
2.95 
1.1 7 
3.24 

5.77 
6.1 0 
5.46 

4.49 
5.34 

0.25 
1.07 
1.31 
2.40 
2.64 
4.08 
4.38 
5.89 

4.87 
5.18 
5.59 
5.29 
4.97 

1.90 
2.35 
2.1 7 
2.90 

4.23 
5.02 
5.06 
5.58 

2.96 
2.40 
1.05 
3.08 

6.08 
6.81 
5.46 

3.92 
4.65 

0.31 
1.14 
1.21 
2.25 
2.45 
3.69 
4.06 
5.40 

4.62 
4.62 
5.39 
4.87 
4.60 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasanally Adjusted) 

Recent Levels Average Levels Over the Last... 
9/7/11 8/24/11 Change 12Wks. 2 6 W b .  5 2 W b .  

Excess Reserves 1568589 1577800 -921 1 1595396 151 5698 1275488 
15069 28273 Borrowed Reserves 11685 11833 -1 48 12407 

Net Free/Borrowed Reserves 1556904 1565967 -9063 1582989 1500629 124721 5 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last ... 
8/29/11 8/22/11 Change 3 Mos. 6 Mos. 12 Mos. 

25.1% 20.8% MI (Currency+dernand deposits) 2124.1 2102.8 21.3 38.8% 
M2 (M1 +savings+srnall time deposits) 9570.1 9539.7 30.4 25.7% 15.1% 10.3% 

__ 
C 201 1, idue Line Pdrsn r j  LLC. AN r gn!s resew. ~anual malerisl ‘s wlained fro? sources bd,e..eo 10 be relable and is prov Icd w Ink1 warran: es Wany ksld 
IS hOT RESP0NSIB.E FOR ANY ERRORS OR OMISSIONS hERtlh.Tq s pcbliza’m 9 stnzlly lor sibssrljers osn non-cornrnc~ial, mleinal use. No par1 01 it f ra  
resolo s:-,reo or I*ansm:l!ed in ary prinlej. eleclionlc or otner k r ?  or J S Z ~  lor 3 e i ~ i a l  n3 or rnarke!ing any p’inrej i r  eleclronic pub1 cal OK, ser 
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PlNN AC L E WEST NYSEPNW 
IYELllUESS 3 Raised 1/29/10 

iAFETY 2 Raised 516111 

:ETA .70 (1.00 = Market) 0 tioos Yes 

1 ;$:; 1 zy:; 1 
divided b lnteres! Rate 

LJGF,;t;oividends sh 
lowered 9f16111 . . . . Rdative Strength 

2014-16 PROJECTIONS 
Ann'l Total 'i 

ligh 50 (+IO% 70/ 
.OW 35 (-25%) NI? *&L 

Price Gain Return l l~ l l lL1~~ l  ,1,1' 

Trailing: 16.3 RELATIVE 1 5,7 (Median: Ir.o)l PIE 1 
I I 
46.7 51.0 51.7 42.9 38.0 
39.8 38.3 36.8 26.3 22.3 

- 
Range 
12016 

- 
40.5 
28.3 

- 
45.8 
36.3 

42.7 
32.3 

Target Pr ice  
2014 I2015 

El- - 

5 "- .. =++++:: 
16 

n s i d e r  Dec is ions  
D J F M A M J J A  

,By 0 0 0 0 0 0 0 0 0  
iptims 0 0 0 0 0 0 0 0 0 
,Sell 0 0 0 0 0 0 0 0 0  
nstitutional Dec is ions  

, .-. .. I 

201 0 
30.01 
6.85 
3.08 
2.10 
7.03 

33.86 
108.77 

12.6 
30 

5.4% 

3263.6 
330.4 

31.9% 
11.7% 
45.3% 
54.7% 
6729.1 
9578.8 

6.5% 
9.0% 
9.0% 
3.1% 
66% 

- 

__ 

__ 
- 

- 

- 
- 
- 
- 

- 

6 1  %TOT. RETURN 9/11 L 8  
THIS VLARITH.' 

STOCK INDEX 
1 yr. 9.4 -4.8 
3yr. 48.6 25.0 

hi- - 
31.25 
8.00 
3.50 
2 3 0  
8.25 

39.25 
123.00 

12.0 
.80 

5.5% 
3850 
430 

34.5% 
9.0% 

46.0% 
54.0% 

8950 
12200 
6.5% 
9.0% 
9.0% 
3.0% 
65% 

- 

- 
- 

- 
- 
- 
- 
~ 

- 

2000 
43 50 
7 99 
3 35 
143 
7.76 

28 09 
84 83 
11 3 
.73 

3.8% 

3690.2 
283 6 

44 1% 
7 6% 

45 1% 
54 9% 
4337 8 
5133 2 

8 1% 
11 9% 
11 9% 
6 8% 
43% 

BUSIF 
ny for 
tncity 1 
tinued 

- 

- 
- 
__ 

- 
__ 

__ 

__ 

__ 

__ 

2001 
53.66 
8.72 
3.68 
1.53 

12.27 
29.46 
84.83 

12.0 
.61 

3.5% 

4551.4 
312.2 

15.3% 
51.7% 
48.3% 
5172.4 
5907.3 

7.6% 

- 
- 

- 
__ 
40.6% 

- 

- 

- 
12.5% 
12.5% 
7.3% 
41 % 

__ 

E 
28.90 
7.01 
2.53 
1.63 
9.81 

29.44 
91.26 
14.4 
.79 

4.5% 

2637.3 
215.2 

39.1% 
20.5% 
51.8% 
48.2% 
5567.9 
6479.4 

5.4% 
8.0% 
8.0% 
2.9% 
64% 

- 
- 
- 

- 
- 

- 

- 

- 

- 

2003 
30.87 
7.33 
2.52 
1.73 
7.60 

31.00 
91.29 
14.0 
.EO 

4.9% 

2817.9 
230.6 

31.4% 
6.2% 

50.6% 
49.4% 
5727.5 

5.5% 
8.1% 
8.1% 
2.6% 
68% 

- 

- 
- 

- 

- 

- 

- 

7480.1 

__ 

19.28 19.08 20.77 23.52 25.12 28.5; 
5.09 5.16 5.90 7.12 7.34 7.7: 
1.99 1 2.22 1 2.47 1 2.76 1 2.85 1 3.11 

29.75 31.80 Revenues per sh 
6.80 1 7.55 I T a s h  Flow" per sh 
2.75 3.25 Earnings per sh A 

.83 1 .93 1 1.03 1 1.13 ::2; I i:: 
20.32 21.49 22.51 23.90 25.50 26.01 
87.43 87.52 87.52 84.83 84.83 84.0: 

2.92 3.38 2.95 3.63 
1.83 I 1.93 1 2.03 1 2.10 1 2.10 
5.86 I 6.39 I 7.59 I 9.37 I 7.64 

;;; 1 2.10 ~Div'dDecl'd persh s i  
8.85 Cap'l Spending p w s h  

34.50 
109.25 110.00 Common Shs Outst'a 

35.60 Book Value per sh C 

4.3% 3.9% 3.5% 3.5% 2.0% 3.5% 
:APITAL STRUCTURE as of 6/30/11 
'otal Debt $3672.5 mill. Due in  5 Yrs $2071.2 mill. 
J Debt $2761.7 mill. LT Interest $167.1 mill. 
ncl. $83.1 mill. Palo Verde sale leaseback lessor 
iotes. 
LT interest earned: 3.0~) 
eases, Uncapitalized Annual rentals $24.0 mill. 
'ension Assets-12/10 $1.78 bill. 

'fd Stock None 

:ommon Stock 109.110.950 shs. 

Oblig. $2.35 bill. 

Avo Ann'l Div'd Yield 

3;;; 1 3500 I R  ( b i l l )  
360 Net Profa ($mill) 

34.0% 34.5% Income Tax Rate 
13.0% 13.0% AFUDC %to Net Profit 
49.0% 52.0% LongTenn Debt Ratio 

6.9% I 10.4% I 11.1% I 14.8% I 11.2% 
46.7% 1 43.2% I 48.4% 1 47.0% I 50.4% 

IS of 7/26/11 
dARKET CAP: $5.0 billion (Large Cap) 

iLECTRiC OPERATING STATISTICS 
2008 2009 
-1.3 -2.2 
665 619 

7.91 8.11 
0457 8635 
7026 7218 
51.2 49.3 

+.9 +.5 

2010 
-1.6 
619 

7.83 
8682 
6396 
50.0 

+.4 

_ _ - -  - I 

SS: Pinnacle West Capit Corporation is a holding compa- chasec 24%. Fuel costs: 36% of revenues. Has 7,200 en Iyees. 
izona Public Service Company (APS), which supplies elec- '09 reported depreciation rate: 3.1%. Chairman, Presiden' Chief 
1.1 million customers in 11 of 15 Arizona counties. Discon- Executive Officer: Donald E. Brandt. Incorporated: Arizona. Ad- 
unCor real estate subsidiarv in 'IO. Electric revenue break- dress: 400 North Fiflh Street. Post Office Box 53999. Phoenix. Ari- 

down: residential, 47%: commercial, 39%; industrial, 5%; other, 
9%. Generatins sources: coal, 37%: nuclear, 27%: pas, 12%: pur- 

zona 85072-3999. Telephone: 602-250-1000. Intemet: 
www.pinnaclewest.com. 

Pinnacle West's utility subsidiary has 
a general rate case pending. Arizona 
Public Service filed for a tariff hike of 
$194.1 million (6.6%), based on a return of 
11% on a common-equity ratio of 53.9%. 
APS is asking for a regulatory mechanism 
that decouples electric volume and reve- 
nues, and a tracker that raises rates an- 
nually to  recover infrastructure additions 
for generating assets and environmental 
compliance. The utility also wants to re- 
vise the fuel adjustment clause so that  it 
accounts for all changes in fuel costs, not 
just 90% of them. (Other utilities in the 
state have 100% pass-through of fuel 
costs.) New tariffs won't take effect until 
mid-2012. a t  the earliest. Settlement talks 
will begin in the next several weeks. 
Milder-than-normal weather condi- 
tions have prompted us to cut our 
2011 earnings estimate. We reduced our 
estimate by $0.30 a share, t o  $2.75. That's 
at the low end of the company's guidance 
of $2.75-$2.90 a share. We continue to  
forecast share net of $3.25 in 201 2, assum- 
ing AF'S receives a decent rate order and 
weather patterns return to  normal. 
The utility is awaiting regulatory ap- 

proval for an asset acquisition. APS 
has agreed to  pay $294 million for 
Southern California Edison's 739- 
megawatt stake in units 4 and 5 of the 
Four Corners coal-fired plant. The compa- 
ny would finance the purchase with a mix 
of debt and equity. APS would have to 
spend $300 million on environmental up- 
grades, but would be able to avoid more 
than $600 million needed for units 1, 2. 
and 3, which would be shut down. The 
transaction is expected to close in late 
2012. Our figures will not reflect the deal 
until after it has been completed. 
APS is adding solar capacity. In the 
first phase, it plans to build 100 mw at a 
cost of up to  $500 million. APS has 
procured 83 mw, so far, a t  a cost of $384 
million. The utility is proposing to add 100 
mw more for up to $475 million. 
This stock's yield isn't high enough to 
compensate investors for low divi- 
dend growth potential. Not Q ~ Y  is the 
share price within our 3- t o  5-year Target 
Price Range. it remains closer to the high 
end than the low end. Thus, total return 
potential over that  time frame is modest. 
Paul E. Debbas, CFA November 4, 2011 

ked Charge CW. (%) 221 248 296 
iNNUAL RATES Past Past Est'd '08-'1l 
ifchange(persh) 1OYrs. 5Yn. to'14.'16 
!evenues _ -  .5% -.5% 
Cash Flow" _ -  3.0% .5% 
iarnings -2.5% .5% 6.0% 
lividends 4.5% 3.0% 1.5% 
3ook Value 2.5% .5% 2.5% 

Gal. E 
2009 
2010 

625.9 836.0 1142.2 693.0 3297.1 
620.3 820.6 1139.1 683.6 3263.E I 

, .. 

2011 1659.6 7998 f f00  690.6 13250 
2012 675 850 I250 725 3500 

zndar Mar.31 Jun.30 Sep.30 Dec.31 Yea1 
1.13 1.50 d.48 2.1; 

QUARTERLY DIVIDENDS PAID i I F,,II Gal. 

2DD7 
2008 
2009 
2010 
2011 

* 
,525 ,525 ,525 ,525 
,525 ,525 ,525 525 
,525 ,525 ,525 -~ 

deferred charges. In 'IO: $11.28/sh. (D) In mill. Company's Financial Strength 
(E) Rate base: Fair value. Rate allowed on Stock's Price Stability 

B++ 
100 
30 corn. eq. in ' IO :  11%: earned on avg. com. eq., 

'10: 9.5%. Reoulatorv Climate: Averaae. 
Price Growth Persistence 
Earninos Pred ic tab ih  r -  * ,  

6 2011 Wdlue Line PLohshin I LC NI r i  Ms reserved Faciua ma1ur.al IS oblainm lrom souices beliered 10 w reliaole and IS podded MnoU wallanlies ol dny kind 
TiIE PUBLISHER IS NOT RC8PONSlBLE QOP ANY FRRORS OR OMISSIONS HEREIN This pubbcatlm IS nnclly la subscribers own non commeiual mlernal use No pan 
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r------ Zacks .corn Page 1 of 2 

Zacks.com Quotes and Research 

PINNACLE WEST CAP CORP (NYSE) ZACKS RANK: 2 ~ BUY 

PNW 46.32 ~ 0 . 0 7  (0.15%) Vol. 495,177 16:Ol ET 

Pinnacle West Capital is engaged, through its subsidiaries, in the generation, transmission, and distribution of 
electricity and selling energy, products and services; in real estate development; and in venture capital investment. 
Its primary subsidiary is Arizona Public Service Company. The company's other subsidiaries include SunCor, El 
Dorado, APSEnergy Services and Pinnacle West Energy. 

General Information 
PINNACLE WEST 
400 NORTH FIFTH STREET 
PHOENIX, AZ 85004 
Phone: 6022501000 
Fax: 602-250-2430 
Web: http://www.pinnaclewest.com 
Email: rhickman@pinnaclewest.com 

Sector: Utilities 

Fiscal Year End December 
Last Completed Quarter 09/30/11 
Next EPS Date 02/17/2012 

Price and Volume Information 

Industry UTIL-ELEC PWR 

Zacks Rank Jk 
Yesterday's Close 46.25 
52 Week High 47.36 
52 Week Low 37.28 
Beta 0.55 
20 Day Moving Average 1,239,555.88 
Target Price Consensus 46 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

47 .  0 
4 6 . 5  

46.0 
45.5 

45.0 
44.5 

44.0 
43.5 

43.0 

tPNY1 30-Day Clesins Prrces 

10-07-11 11-04-11 

% Price Change Relative to S&P 500 
7.41 4Week -0.97 
2.72 12 Week 6.03 
1.58 YTD 11.97 

Dividend Information 
09.1 Dividend Yield 4.54% 

Annual Dividend $2.10 
5,046.38 Payout Ratio 0.69 

-0.12 
10/28/2011 / $0.52 

2.03 Change in Payout Ratio 
NIA Last Dividend Payout / Amount 

Consensus Recommendations 
0.04 Current (I=Strong Buy, 5=Strong Sell) 
2.88 30 Days Ago 
5.30 60 Days Ago 

Next EPS Report Date 02/17/2012 90 Days Ago 

2.73 
2.73 
2.75 
2.75 

Fundamental Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 16.08 vs. Previous Year 7.69% vs. Previous Year -1.25% 
Trailing 12 Months: 15.21 vs. Previous Quarter 187.18% vs. Previous Quarter: 40.64% 
PEG Ratio 3.02 

Price Ratios ROE ROA 
PriceBook 1.26 09/30/11 8.80 09/30/11 2.66 

http://www .zacks.csdresearch/print.php?type=report&t=PNW 11/7/20 1 1 

http://Zacks.com
http://www.pinnaclewest.com
mailto:rhickman@pinnaclewest.com
http://www


I Zacks.com 

PricelCash Flow 
Price / Sales 

Current Ratio 
09/30/11 
06/30/11 
03/31/11 

Net Margin 
09/30/11 
06/30/11 
03131/1 1 

Inventory Turnover 
09/30/1 I 
06/30/11 
03/3 1 /I 1 

7.31 06/30/11 
1.54 03/31/11 

Quick Ratio 
0.89 09/30/11 
0.57 06/30/11 
0.57 03/31/11 

Pre-Tax Margin 
16.14 09/30/11 
15.07 06/30/11 
14.99 03/31/11 

Debt-to-Equity 
9.27 0913011 1 
9.77 06/30/11 

10.07 03/31/11 

8.40 06/30/11 
8.57 03/31/11 

Operating Margin 
0.76 09/30/11 
0.45 06/30/11 
0.46 03/31/11 

Book Value 
16.1 4 09/30/11 
15.07 06/30/11 
14.99 03/31/11 

Debt to Capital 
0.76 09/30/11 
0.74 06/30/11 
0.76 03/31/11 

Page 2 of 2 

2.55 
2.60 

10.25 
9.62 
9.68 

36.69 
34.08 
34.28 

43.22 
42.64 
43.28 

http://www .zacks.com/research/print.php?type=report&t=PNW H l/-7/2QZI 1 
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I NTRO D U CTlON 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, occupation and business address for the 

record. 

My name is Jodi Jerich. I am the Director of the Arizona Residential Utility 

Consumer Office (RUCO). My business address is 11 10 W. Washington 

Street, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

My educational background and qualifications are set forth in Exhibit A. 

What is the purpose of your testimony? 

The purpose of my testimony is to explain RUCO’s support of the 

Settlement Agreement. 

Did you represent RUCO during the previous APS rate case 

negotiations and ultimately provide testimony in support of that 

Settlement Agreement which resulted in Decision No. 71448? 

Yes. 

I 



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Testimony of Jodi A. Jerich 
In Support of Settlement Agreement 
Arizona Public Service Company 
Docket No. E-01345A-11-0224 

Q. 

A. 

Have you in your role as RUCO Director, participated in other 

settlement negotiations? 

Yes. As Director, I have participated in settlement negotiations in other 

matters that have come before the Corporation Commission.’ The majority 

of these negotiations have resulted in RUCO reaching an accord with the 

utility and the other settling parties and signing a settlement agreement. On 

the other hand, I have walked away from settlement talks when negotiations 

produced a result that RUCO found was not in the best interest of 

residential ratepayers. RUCO does not enter into settlements lightly. 

RUCO will not agree to settle simply as a means of avoiding litigation. 

However, in this matter, negotiations did produce reasonable and fair terms 

that RUCO can and does support. 

THE SETTLEMENT PROCESS 

Q. Was the negotiation process that resulted in the Settlement 

Agreement a proper and fair process? 

A. Yes. The Settlement Agreement is the result of numerous hours of 

negotiation and a willingness among the parties to compromise. The 

’ 2008 APS Rate Case, Docket No. E-01345A-08-0172 (Decision No. 71448); 2010 Qwest/ 
CenturyLink Merger, Docket No. T-04190A-10-0194 (Decision No. 72232), 201 0 SW Gas Rate 
Case, Docket No. G-01551A-10-0458 (Decision No. 72723). Goodman Water Rate Case, Docket 
No. W-02500A-10-0382 (pending), Arizona-American rate case, Docket No. A-01303A-10-0448 
(pending). 
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negotiations were conducted in a fair and reasonable way that allowed 

each party the opportunity to participate. All intervenors had an 

opportunity to participate in every step of the negotiation. Notice for each 

scheduled meeting was sent to all parties electronically. Persons were 

able to participate via teleconference if necessary. Furthermore, APS 

created a secure website that allowed all parties to view all documents 

submitted as part of settlement negotiations. All parties were allowed to 

express their positions fully. 

On December 9, 2013, Staff filed a Notice of Status and Preliminary Term 

Sheet which reflected the terms of the negotiations up to that date. The 

Commission held a Special Open Meeting on December 16, 2011 to 

review the Preliminary Term Sheet and have the opportunity to ask 

questions of any of the intervenors. RUCO, along with the other parties, 

attended the Special Open Meeting and answered questions posed by the 

Commissioners. 

By RUCO’s count, 22 parties signed the Settlement Agreement. These 

signatories represent a wide range of interests from agricultural interests, 

governmental entities, business and retail interests, industrial interests, 

low income advocates, union representatives, Commission Staff, AARP 

and RUCO. 
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Q. 

A. 

Q. 

A. 

Did all the parties sign the proposed Settlement Agreement? 

No. At the very end, a handful of parties choose not to sign the 

Agreement. These parties have the opportunity to file testimony to explain 

their reasons why they ultimately did not sign the Settlement Agreement. 

Why is a negotiated settlement process an appropriate way to 

resolve this matter? 

By its very nature, a settlement finds middle ground that the parties can 

support. All the parties that participated in the settlement talks were 

sophisticated parties well seasoned in the Commission’s regulatory 

processes and veterans of the negotiating table. All parties except Ms. 

Cynthia Zwick were represented by counsel. The fact that so many 

parties representing such varied interests were able to come together to 

reach consensus illustrates the balance, moderation and compromise of 

the document. 

Settlement negotiations began only after each party had the opportunity 

to analyze the Company’s Application, file its Direct Testimony and read 

the Direct Testimony of other Intervenors. Of course, the Settlement 

Agreement in no way eliminates the Commission’s constitutional right and 

duty to review this matter and to make its own determination whether the 

Settlement is truly balanced and the rates are just and reasonable. 
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EXECUTIVE SUMMARY 

Q. Please summarize your testimony. 

A. The Settlement Agreement reflects an outcome that is fair to both the 

consumer and the Company and is in the public interest. Furthermore, 

this is a comprehensive Settlement Agreement. Its terms settle a wide 

range of issues that were of significant interest to several of the 

Intervenors. 

RUCO supports this Agreement in its entirety because it contains 

numerous benefits to the consumer including an overall zero dollar base 

rate increase (and even a modest overall bill decrease in 2012) while 

keeping the Company on a path of financial health as set forth in the 

previous Settlement Agreement. Most notably, this proposed Settlement 

Agreement resolves the contentious and hotly debated issue of 

“decoupling”. The proposed Settlement Agreement provides the 

Company with the “Lost Fixed Cost Recovery” (“LFCR”) mechanism plus a 

viable “opt out” rate for residential customers who do not wish to be 

subject to the LFCR. The LFCR allows APS to recover lost revenues that 

are solely and directly attributable to lost sales due to Commission- 

approved energy efficiency programs. The opt out rate allows residential 

customers to choose an alternative base rate and not be subject to the 
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annually increasing LFCR. This rate design flexibility is in the public 

interest for several reasons which will be set forth in greater detail below. 

THIS SETTLEMENT AGREEMENT BUILDS ON THE PREVIOUS 
AGREEMENT WHILE ADDRESSING NEW CHALLENGES 

Q. 

A. 

Q. 

A. 

What were RUCO’s priorities during the last rate case (Docket No. E- 

01 345A-08-0172)? 

As I stated in my testimony in support of the 2009 APS Settlement 

Agree men t : 

“RUCO is deeply concerned with APS’s continuous marginal credit 
rating and constant claims that a downgrade to “junk bond” status is 
imminent.. .The Settlement Agreement is a comprehensive strategy 
that provides a guiding hand for the utility to improve its financial 
condition in both the short and long term ... The Settlement 
Agreement helps to align the interests of stockholders and 
ratepayers, and it sets forth a reasonable and rational strategy that 
is likely to improve APS’s financial metrics and, in the long run, 
stem the constant flow of rate increases that would be likely to 
occur if the Commission were simply to continue to increase rates 
incrementally without addressing the root of the Company’s weak 
financial position.” (Jerich Testimony in Support of the Settlement 
Agreement, July 1, 2009, pp. 9, 11) 

Does RUCO believe the 2009 Settlement Agreement has had a 

positive effect? 

Absolutely. APS’s credit rating has been upgraded to BBB with a positive 

outlook from BBB-. RUCO believes this is due in large part to APS’s 

compliance with the terms of the 2009 Settlement Agreement such as (1) 
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issuing the first tranche of $250 million equity infusion out of the total 

commitment of $700 million equity infusion by December 31, 2014 

(Section 8.1), (2) achieving a Test Year 54% adjusted debt/adjusted total 

capitalization ratio by “striving to reduce total debt from 57% to 52%” 

(Section 8.3) ,and (3) reducing expenses to total $150 million at the end of 

five years. (Section 7.1). 

Mr. Hatfield’s direct testimony on behalf of APS discusses APS’s improved 

financial condition since the last rate case and its compliance with the 

terms of the 2009 Settlement Agreement. 

Q. 

4. 

Q. 

4. 

Must APS continue to comply with the terms of the previous 

Settlement Agreement as ordered by Decision No. 71448? 

Yes. Decision No. 71448 approved the terms of the 2009 Settlement 

Agreement which established the five year “Plan Term” which ends 

December 31, 2014. The Settlement Agreement in this rate case must be 

read in harmony with the provisions of the 2009 Settlement Agreement. 

Do you believe the terms of this Settlement Agreement are 

consistent with the priorities articulated by RUCO in the previous 

rate case? 

Yes. RUCO finds that this Settlement Agreement has several 

components that benefit the utility and allow it to maintain its 

7 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Testimony of Jodi A. Jerich 
In Support of Settlement Agreement 
Arizona Public Service Company 
Docket No. E-01345A-11-0224 

creditworthiness. In summary, these include a 10.0% authorized ROE, 

the Lost Fixed Cost Recovery mechanism, the inclusion of Four Corners in 

rate base should the Commission approve and APS acquire Southern 

California Edison’s interest and the creation of the Environmental 

Improvement Surcharge. The Settlement eliminates the current EIS that 

collects ratepayer money to pay for environmental improvements up front 

and is treated as CIAC.* The new EIS reimburses APS for shareholder 

funds used for environmental improvements and is treated as revenues. 

SETTLEMENT PROVISIONS 

Q. In summary, what are the benefits to the residential consumer? 

A. The benefits to the residential consumer are: 

0 A zero dollar base rate increase. (1 5 )  

0 A zero dollar bill impact (or slight decrease) for the remainder of 2012. 

(1 5 )  

0 APS agrees not to raise base rates prior to July 1, 2016. (1 5) 

0 A lower base rate of fuel to recognize lower fuel costs. (7.1) 

0 The probability of a lower PSA costs if APS’s acquisition of SCE’s 

interest in Four Corners is approved and APS makes off-system sales 

of electricity generated from Units 1-3 prior to their closure. (1 0.2) 

See Decision No. 69663 (Docket No. E-01345A-05-0816 
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The application of interest on overcollections of the PSA (in lieu of the 

90/10 sharing provision). (7.3) 

Periodic audits of APS’s fuel procurement practices. (7.4) 

Establishment of a limited mechanism (the “LFCR”) to recover lost 

revenues directly and solely attributable to the Company’s energy 

efficiency and distributed generation goals as mandated by the 

Commission. (Section IX) 

Capping the amount the LFCR may collect from residential ratepayers 

to 1 % year over year of total company revenues. (9.4) 

Ability to opt out of paying the annually increasing LFCR by selecting a 

fixed rate in lieu of the LFCR that is approximately 1% - 2% higher than 

the current base rate. (9.2, 9.8) 

Allowing customers to change from the LFCR to the opt out rate (within 

certain parameters) to understand which alternative works better for 

them. (9.12) 

A Company sponsored education and outreach program to inform 

customers about the LFCR and their chose between the LFCR and the 

opt out rate. (9.9) 

Withdrawal of APS’s request to recover the cost of chemicals through 

the PSA. (7.2) 

Deferral of a portion of any property tax rate increases with no interest 

applied to the deferrals, but full recognition of any property tax rate 

decrease. (1 2.1 ) 
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0 $5 million of shareholder funds to augment APS’s bill assistance 

program. 

0 Stakeholder meetings subsequent to the rate case to develop 

recommendations to the Commission on how to make the APS bill 

easier to understand. (Section XVl) 

Q. 

A. 

In summary, what are the benefits to the Company? 

The benefits to the Company are: 

A 10.0% authorized ROE. 

0 Creation of the LFCR to allow the Company to recover lost revenues 

associated with EE and DG programs. (9.2, 9.3) 

15 months of post test year plant in rate base. (3.1) 

The establishment of the Environmental Improvement Surcharge 

adjuster. (Section XI) 

0 Elimination of the 90/10 sharing provision of the PSA. (7.3) 

Application of interest to any undercollection of the PSA. (7.3) 

Rate base treatment of the acquisition of SCE’s interests in Units 4 & 5 

at Four Corners should the Commission approve their purchase and 

find the costs prudent. (Section X) 
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PUBLIC INTEREST 

Q. 

A. 

How is the public interest satisfied by the Settlement Agreement? 

At the most fundamental level, the settlement satisfies the public interest 

from RUCO’s perspective in that it provides a framework that provides for 

a zero dollar base rate increase, a zero dollar overall bill impact in 2012 

while allowing the Company to maintain its financial health through 

enumerated benefits including the LFCR and inclusion of Four Corners in 

rate base. 

The Settlement Agreement also satisfies the public interest by providing a 

fair and balanced approach to addressing the Company’s lost revenue. 

RUCO believes that providing the Company a narrowly tailored 

mechanism to recover lost revenue directly and solely associated with 

Commission-mandated EE and DG programs while providing the 

ratepayer the ability to opt out of the LFCR with a slightly higher base rate 

is a reasonable solution to what is undoubtedly the most contentious issue 

in this case. The Company can meet whatever energy efficiency 

requirements the Commission sets through the LFCR without shifting the 

risks of the economy, weather and other factors on to the ratepayer. 

11 
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RATE IMPACT 

Q. 

A. 

Q. 

A. 

What was RUCO’s position in its direct case? 

In its Direct Testimony, RUCO recommended a 10.0% ROE and a zero 

dollar base rate increase. These positions have been incorporated into 

the Settlement Agreement. 

Does a zero base rate increase until 2016 translate into a zero overall 

bill impact for that same period? 

No it does not. The existing APS rate design includes several adjusters 

that adjust annually outside of any rate case. These adjusters, such as 

the Power Supply Adjuster (PSA), the Transmission Cost Adjuster (TCA), 

the Renewable Energy Surcharge (RES) and the Demand Side 

Management Adjuster Mechanism (DSMAC) will all adjust at their 

regularly scheduled times through 201 6. The Settlement Agreement was 

able to achieve a zero base rate impact and a slight decrease in the 

overall bill because of the lower cost of fuel and the overcollected balance 

in the PSA. The Settlement Agreement reduces the base rate of fuel. It 

also defers resetting the PSA until February 2013 instead of resetting it 

concurrently with the implementation of new rates as in the previous rate 

case. It is this delay in the resetting of the overcollected balance of the 

PSA that allows the customers to continue to receive a PSA credit through 

February 2013. At that time, the PSA will be reset as it does every year. 
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Q. 

A. 

Q. 

4. 

Are there other provisions in the Settlement Agreement that may 

affect the ratepayer’s bill outside of the setting of the base rate? 

Yes. Section X of the Settlement Agreement provides for the possible 

inclusion of the SCE interests in Units 4 and 5 at Four Corner if the 

Commission approves APS’s request to purchase this interest and the 

Commission finds the transaction prudent. If that happens, the Company 

will seek to include the costs as set forth in Section 10.2 in ratebase and 

recover those costs through a Four Corners rate rider adjustment. Such 

adjustment may not occur prior to July 1, 201 3. The inclusion of APS’s 

additional interest in Units 4 and 5 in ratebase will increase the bill by 

approximately $2.08 per month for the average E-I  2 residential customer. 

However, the additional increase in the bill for putting the Four Corners 

plant into ratebase will likely be offset to some degree by any off system 

sales APS makes from Units 1-3 until those units close. These sales will 

affect the PSA calculation. 

How does the new EIS adjuster impact the customer’s bill? 

There will be no change. The rate set for the new EIS adjuster is the 

same rate that is currently in place for the existing EIS. 
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Q. How can the Commission better understand how the overall bill will 

change if the Commission approves the Settlement Agreement? 

A. APS docketed a letter on January 9, 2012 explaining the bill impacts 

associated with the Settlement Agreement. Attached to that letter are the 

bill impact statements for various customer classes through 201 3. 

RUCO’S ACCEPTANCE OF THE LFCR 

Q. 

4. 

In light of RUCO’s past opposition to full revenue decoupling and 

even the limited decoupling proposal in the Southwest Gas 

Settlement Agreement, why would RUCO support the LFCR in this 

Settlement Agreement? 

RUCO has consistently stated that a decoupling mechanism is more 

appropriate for an electric generation utility than a natural gas distribution 

utility because energy efficiency programs have the ability to delay the 

need to build more and very expensive plant including new electric 

generating facilities and transmission lines. 

RUCO supports the LFCR in this rate case because the LFCR ( I )  allows 

recovery only for lost revenues directly and solely associated with APS’s 

Commission-mandated energy efficiency and distributed generation 

programs, (2) cannot exceed 1% year over year of total company 

revenues, and (3) includes a viable “opt out” rate for customers who elect 
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not to be subject to the LFCR adjuster. The LFCR is narrowly tailored to 

capture only those lost revenues connected to EE and DG programs. The 

Company has stated on the record that it does not need full revenue 

decoupling in order to remain financially viable and meet its energy 

efficiency obligations. “Lost Fixed Cost Recovery can accommodate 

whatever energy efficiency you authorize in the process. It may not be the 

most robust, but it’s a workable mechanism that we can live with.”3 

The LFCR is different than the two decoupling alternatives proposed in the 

Southwest Gas Settlement Agreement. RUCO did not support that 

settlement agreement because it found neither decoupling options in the 

best interest of ratepayers. Unlike full revenue decoupling, the LFCR 

does not allow recovery for lost revenues connected to factors such as 

home foreclosures, businesses closing their doors, the poor economy, 

weather or other factors. And unlike the second decoupling proposal in 

the Southwest Gas case, this LFCR does not shift the risk of lost revenue 

due to the weather on to the ratepayer. Neither decoupling option was as 

narrowly tailored as the LFCR in this Settlement Agreement. Neither 

decoupling mechanism included an opt out rate. 

Jeff Guldner, APS, Special Open Meeting to discuss APS settlement, 12/16,2011, p. 78. 3 
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Q. Why has RUCO opposed decoupling mechanisms in the past? 

A. In previous rate cases, RUCO has opposed decoupling for several 

reasons. First, RUCO has argued loudly that a decoupling mechanism 

that constantly changes the customer’s rates does not provide the correct 

price signal to encourage conservation. RUCO has consistently voiced 

the proposition that making a customer share a portion of their savings 

due to their own efforts to reduce their bill is unfair and can even 

discourage conservation. Second, RUCO has pointed out that while all 

residential customers would be subject to the decoupling mechanism, not 

all customers could participate, or participate fully, in DSM, EE and DG 

programs. These customers include low usage customers, renters, 

seniors, customers with limited incomes, and those customers who have 

already implemented as many programs as practical to reduce 

consumption. Finally, RUCO believes it is fundamentally unfair to have 

customers cover the utility’s lost revenues due to a poor economy, lost 

sales due to home foreclosures, businesses that have closed their doors, 

and extreme weather conditions. Such a mechanism inappropriately shifts 

the risk of these factors away from the regulated utility that has an 

opportunity to earn an authorized rate of return to the captive customer. 

In light of Commission-mandated policies that require the utility to sell less 

energy going forward while setting their rates on a historical test year, 

RUCO has offered other alternatives to address the utility’s revenue 
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A. 

Q. 

A. 

erosion. These alternatives have included placing more of the fixed costs 

into the base rates and providing an ROE premium. 

What is the Opt Out Rate? 

The opt out rate is an optional basic service charge, graduated by KWh 

monthly usage. It recovers only a small portion of fixed costs through an 

incremental increase in the basic service charge. It does not recover all 

fixed costs and is not a straight fixed variable rate design. 

Was the opt out rate a critical component in RUCO’s support of the 

Settlement Agreement? 

Absolutely. Without the opt out rate, it is highly unlikely RUCO would have 

signed the Settlement Agreement. 

Residential customers who elect the opt out rate will agree to an increase 

to the basic service charge and that rate will remain fixed for the entire 

term of the Settlement Agreement. Alternatively, a customer who selects 

the opt out rate chooses to be subject to an annually increasing LFCR 

adjuster. RUCO believes this opt out rate provides rate stability and a 

better price signal to encourage reduced consumption. As shown in 

Attachment E to the Settlement Agreement, the opt out rate is 

approximately a 1% to 2% increase in a customer’s bill. To further benefit 

the ratepayer, residential customers on any rate schedule (i.e., Time of 
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Use or Non Time of Use schedules), can stay on their preferred rate 

schedule and still elect the opt out rate. The Company must perform 

customer outreach to educate the customers of the LFCR and the opt out 

rate. If a customer selects the opt out rate, the customer will not be 

charged the opt out rate until the customers who select the LFCR are 

charged. Finally, the LFCR Plan of Administration allows a residential 

customer who has selected one option over the other has to switch to the 

other option (within certain parameters) to provide maximum choice for the 

con su mer. 

Q. 

A. 

What are some other benefits to the opt out rate? 

The opt out rate has several benefits. First, the Commission has 

witnessed the strong opposition to decoupling from ratepayers around the 

state. Literally thousands of Arizona residents have voiced their 

opposition to decoupling. The opt out rate provides customers with the 

ability to not be subject to the LFCR. Furthermore, the customer can elect 

to spend some time on both rates to see which one works better from their 

own experience. Second, by having the LFCR and the opt out rate, APS 

will be able to collect data on the number of customers participating in 

either rate. This information will be helpful to the Commission going 

forward as decoupling, in whatever form for whatever utility, is considered. 

Third, this opt out rate can help the utility and the Commission achieve 

good will among ratepayers. 
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POSSIBLE RATEBASE TREATMENT OF FOUR CORNERS 

Q. 

A. 

Why does RUCO support inclusion of the acquisition of SCE’s 

interests in Four Corners into rate base? 

RUCO supported and continues to support APS’s request to acquire 

SCE’s interest in Four Corners. RUCO also supported a deferral order in 

that case. In RUCO’s opinion, it makes sense to allow timely recovery for 

plant whose acquisition RUCO finds in the public interest and provides 

both a financial and environmental benefit to the ratepayer as well as a 

vitally needed economic driver for the Navajo Nation. 

OTHER PROVISIONS 

Q. Why does RUCO support applying the PSA and the DSMAC to low 

income ratepayers? 

This provision was not part of RUCO’s Direct Testimony. However, after 

reading Staff‘s testimony in support of applying these adjusters to these 

residential ratepayers and in the course of give and take in the negotiating 

process, RUCO supports the application of these adjusters to all 

residential ratepayers. Finally, RUCO notes that the application of these 

adjusters to low income customers was included in the Preliminary Term 

Sheet docketed December 9, 2011 which was the subject of a Special 

Open Meeting on December 16,201 1. 

4. 
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Q. 

A. 

Q. 

4. 

Why does RUCO support a base rate freeze until 2016? 

RUCO supported the 2009 Settlement Agreement that called for rates in 

this case to remain in effect until December 31, 2014. RUCO, in its Direct 

Testimony, did not consider extending this moratorium past the date 

agreed to under the previous settlement. However, after reading Staff‘s 

Direct Testimony and through the give and take of the negotiations, the 

Company accepted the extension of the base rate freeze and RUCO finds 

that that a stable base rate with the ability for the Company to remain 

financially healthy through changes in its adjusters in the public interest. 

Why does RUCO support the elimination of the 90/10 sharing 

provision to the PSA? 

Again, RUCO supported the 2009 Settlement Agreement which retained 

the 90/10 sharing provision and in our direct testimony did not agree with 

the Company’s request to eliminate it in this rate case. However, in the 

process of give and take RUCO has agreed to support its elimination in 

exchange for all the other ratepayer benefits that this Settlement 

Agreement provides. RUCO also points out that as a substitute for the 

90/10 sharing provision, the Settlement Agreement assesses interest 

annually to the benefit of the ratepayer for any overcollection at a rate 

equal to the Company’s authorized ROE or APS’s then-existing short term 

borrowing rate, whichever is greater. The Settlement Agreement also 

assesses interest annually in favor of the Company, for any 
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undercollection at a rate equal to the Company’s authorized ROE or 

APS’s then-existing short term borrowing rate, whichever is less. RUCO 

finds this mechanism a suitable alternative to the 90/10 sharing provision. 

Q. 

A. 

Q. 

A. 

Does RUCO support making the APS bill easier for customers to 

understand? 

Yes. RUCO has some specific ideas regarding the need to provide 

transparent information on the RES and DSM adjusters to the public. 

RUCO also has heard several complaints from customers over the 

confusion of the line item detail of the unbundled elements of the bill. 

RUCO will participate in the stakeholder work group as set forth in the 

Settle men t Ag ree me n t . 

Does this conclude your testimony? 

Yes. 
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State men t of Qual if i cat io ns 

Jodi A. Jerich 
D i rector 

Arizona Residential Utility Consumer Office (“RUCO”) 

Governor Brewer appointed me to serve as the Director of RUCO in February 

2009. The Arizona State Senate found my qualifications met the statutory 

requirements found in Arizona Revised Statutes §40-462 and confirmed my 

appointment. As Director, I oversee and approve all testimony and briefs filed by 

RUCO. In consultation with my staff, I direct the public policy decisions of the 

office. 

From 2003 through 2005, I was employed at the Arizona Corporation Commission 

as the Policy Advisor to Corporation Commissioner Mike Gleason. In that role, I 

advised the Commissioner on matters coming before the Commission. I was 

actively involved in the utility policy-making decisions of that Commissioner’s 

office. 

Except for the time I was employed by the Commission, from 1997 through 2008, I 

was employed at the Arizona House of Representatives. I held several positions 

during my tenure, eventually becoming Chief of Staff and Counsel to the Majority 

Caucus. Relevant to the question at hand, I advised Legislators on matters 

involving water, energy, Commission jurisdiction and utility security. 



In 2006, when Governor Janet Napolitano appointed Barry Wong to fill the 

Commission seat vacated by Commissioner Marc Spitzer’s appointment to the 

Federal Energy Regulatory Commission (FERC), I took a leave of absence from 

the Legislature for a short time in order to assist Commissioner Wong in 

establishing his office. 

I am a Phi Beta Kappa graduate of Indiana University. I also have a law degree 

from Indiana University and am a member of the Arizona and Tennessee bars. 

In my position as RUCO Director, I have filed testimony detailing RUCO’s 

position on numerous matters in several dockets. Most recently, I provided 

testimony on RUCO’s position on decoupling in the pending UNS Gas, Inc. rate 

case. (Docket No. G-04204A-11-0158) 
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1 Introduction 
2 
3 Q. Please state your name and business address. 
4 
5 
6 Tucson, Arizona 85704-3224. 
7 
8 Q. For whom are you testifying? 
9 

10  
11 
1 2  Q. Please describe the Southwest Energy Efficiency Project (SWEEP). 
13 
14 
15 
16 
17 
18 
19 
20 
2 1  
22  
23 
24 
25 
26 Q. What are your professional qualifications? 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 Q. What is the purpose of your testimony? 
39 
40 
41 
42 
43 
44 
45 

A. My name is Jeff Schlegel. My busiqess address is 1167 W. Samalayuca Drive, 

A. I am testifying on behalf of the Southwest Energy Efficiency Project (SWEEP). 

A. SWEEP is a public interest organization dedicated to advancing energy efficiency as 
a means of promoting customer benefits, economic prosperity, and environmental 
protection in the six states of Arizona, Colorado, Nevada, New Mexico, Utah, and 
Wyoming. SWEEP works on state legislation; analysis of energy efficiency 
opportunities and potential; expansion of state and utility energy efficiency programs 
as well as the design of these programs; building energy codes and appliance 
standards; and voluntary partnerships with the private sector to advance energy 
efficiency. SWEEP collaborates with utilities, state agencies, environmental groups, 
universities, and energy specialists in the region. SWEEP is funded by foundations, 
the U.S. Department of Energy, and the U.S. Environmental Protection Agency. I am 
the Arizona Representative for SWEEP. 

A. I am an independent consultant specializing in policy analysis, evaluation and 
research, planning, and program design for energy efficiency programs and clean 
energy resources. I consult for public groups and government agencies; and I have 
been working in the field for over 25 years. In addition to my responsibilities with 
SWEEP, I am working or have worked extensively in many states that have effective 
energy efficiency programs, including California, Connecticut, Massachusetts, New 
Jersey, Vermont, and Wisconsin. In 1997 I received the Outstanding Achievement 
Award for the International Energy Program Evaluation Conference. I have testified 
before the Arizona Corporation Commission in many proceedings. 

A. In my testimony, I will summarize the public interest in increasing electric energy 
efficiency; discuss why and how the Commission can increase energy efficiency 
opportunities to help Arizona Public Service Company (APS) customers reduce their 
utility bills; describe how the Company has positioned energy efficiency to become 
the primary energy resource to meet energy growth over the next decade; explain why 
energy efficiency, as a fundamental energy resource meeting the real energy needs of 
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customers at lowest cost, must be satisfactorily funded and provided stability by 
expensing a majority of energy efficiency program funding in base rates; recommend 
a new energy efficiency performance incentive that will better promote delivery of 
cost-effective energy efficiency and associated public interest benefits; stress the need 
for the Company to document reductions in utility system and customer costs as a 
result of energy efficiency and as a means to demonstrate the value of energy 
efficiency investments; discuss the linkage between the increased utility efforts in 
energy efficiency and the adoption of decoupling; comment on and support - with 
two exceptions - the decoupling mechanism (Efficiency and Infrastructure Account 
or EIA) proposed by the Company to reduce the financial disincentive to utility 
support of energy efficiency; propose a methodology to better account for the impacts 
of Commission-adopted energy efficiency policies in determining rates; describe 
SWEEP’S support for redesigning the bill in order to lessen customer confusion and 
provide customers with more useful information; and urge Commission disapproval 
of the Company’s proposed infrastructure tracker (Environmental and Reliability 
Account). 

The Public Interest in Increasing Electric Enerm Efficiency 

Q. What is the public interest in increasing electric energy efficiency? 

A. Electric energy efficiency is in the public interest. Increasing energy efficiency will 
provide significant and cost-effective benefits for all APS customers, the electric 
system, the economy, and the environment. Electric energy efficiency is a reliable 
energy resource that is less expensive than other available energy resources. 
Consequently, increasing energy efficiency will save consumers and businesses 
money through lower electric bills and the deferral of unnecessary infrastructure, 
resulting in lower total costs for customers. Increasing energy efficiency also reduces 
load growth; diversifies energy resources; enhances the reliability of the electricity 
grid; reduces the amount of water used for poyver generation; reduces air pollution; 
creates jobs that cannot be outsourced; and improves the economy. In addition, 
meeting a portion of load growth through increased energy efficiency can help to 
relieve system constraints in load pockets. By reducing electricity demand, energy 
efficiency mitigates electricity and fuel price increases and reduces customer 
vulnerability and exposure to price volatility. Energy efficiency does not rely on any 
fuel and is not subject to shortages of supply or increased prices for natural gas or 
other fuels. 

Q. What are the estimated costs for energy efficiency savings? 

A. Energy efficiency is a reliable energy resource that costs significantly less than other 
resources for meeting the energy needs of cusfomers in APS’ service territory. In 
201 0, the cost of energy efficiency programs including measurement evaluation and 
research (MER) and the Company performance incentive was $0.142 cents per 

4 



Direct Testimony of Jeff Schlegel, SWEEP 
Docket No. E-O1345A-11-0224 

1 
2 
3 
4 
5 
6 
7 

lifetime kWh. ’ In 201 1, the planned program Costs including MER and the Company 
performance incentive is projected to be $0.185 per lifetime kWh.2 According to the 
testimony of APS witness Leland Snook, the cost of energy efficiency programs will 
be approximately $0.035 per kWh in 20153. In comparison, the 2010 cost of new 
generation for other energy resources is substantially more: natural gas combined 
cycle generation costs between $O.Q82-$0.156/kWh; coal generation costs between 
$0.101 -$O. 189/kWh; and nuclear generation costs between $0.14-$0.21 5/kWh.4 
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29 
30 
31 
32 . 20 12: 3 .OO% cumulative annual energy savings 
33 20 1 3 : 5 .OO% cumulative annual energy savings 
34 . 2014: 7.25% cumulative annual energy savings 
35 . 201 5: 9.50% cumulative annual energy savings 
36 . 201 6: 12.00% cumulative annual energy savings 
37 . 201 7: 14.50% cumulative annual energy savings 
38 . 2018: 17.00% cumulative annual energy savings 
39 . 201 9: 19.50% cumulative annual energy savings 
40 . 2020: 22.00% cumulative annual energy savings 

Increasing Enerw Efficiencv to Reduce Utility Bills for APS Customers 

Q. What should the Commission do to increase opportunities for APS customers to 
reduce their energy bills through energy efficiency? 

A. In its order on the APS rate case, the Commission should require APS to meet the 
energy savings requirements in the Flectric Energy Efficiency Standard (“EEES”); 
ensure that there is adequate funding to achieve the EEES energy savings 
requirements and attain the associated public benefits; and treat energy efficiency as 
the core energy resource that it is by expensing the majority of the energy efficiency 
program funding in base rates. 

Q. What energy savings requirements should the Commission set? 

A. The Commission, in approving any order that increases rates for APS customers, 
should ensure that the least cost resource - energy efficiency - is fully pursued, 
consistent with the Commission-adopted EEES, which established cumulative annual 
energy savings requirements to make certain that energy efficiency and all of its 
associated public interest benefits would be realized. Accordingly, the cumulative 
annual energy saving requirements set forth in the EEES should be included in any 
Commission order increasing APS rates. The cumulative annual energy savings 
requirements in the EEES are listed below (eypressed as cumulative annual energy 
savings as a percent of retail energy sales in the prior calendar year): 

. 

Arizona Public Service Company Demand Side Management Semi Annual Report, July through 1 

December 20 1 0. 
* Arizona Public Service Company’s 201 1 Demand Side Management Implementation Plan Application. 

Western Resource Advocates data request 1.3 
Leland Snook work paper 3. 

3 
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The cumulative annual energy saving requirements set forth in the EEES result in 
approximately the following levels of annual energy savings (expressed below as 
approximate annual energy savings as a percent of retail energy sales in the prior 
calendar year): 

2012: 1.75% annual savings 
2013: 2.00% annual savings 
2014: 2.25% annual savings 
2015: 2.25% annual savings 
2016: 2.50% annual savings 
2017: 2.50% annual savings 
201 8: 2.50% annual savings 
2019: 2.50% annual savings 
2020: 2.50% annual savings 

Has the Commission included energy savings requirements for energy efficiency 
programs in a rate case order for APS previously? 

Yes. In APS’s last rate case, the Commission similarly ordered the Company to 
achieve annual energy savings for customer benefit in 2010,201 1, and 2012. The 
Commission required APS to achieve annual energy savings from energy efficiency 
programs of 1.0% in 2010, 1.25% in 201 1, and 1.5% in 2012, expressed as a percent 
of total energy resources needed to meet retail load. 

In 20 10, APS surpassed this 1 .O% savings requirement, achieving savings equivalent 
to 1.05% of total energy resources. As a result of the energy efficiency programs it 
implemented in 20 10 to meet this requirement, APS delivered more than $150 million 
in net benefits for customers; produced annual savings in excess of 300 GWh; 
generated lifetime savings in excess of 3.5 T W ;  conserved more than 1 billion 
gallons of water; avoided more than 7 metric tons of sulfur oxide emissions; and 
prevented more than 130 metric tons of nitric oxide emissions. 

In 20 1 1, the Company is implementing programs that are on track to meet the 20 1 1 
savings requirement of 1.25%: as of June 201 1 APS had already delivered more than 
$76 million in net benefits; produced annual savings in excess of 200 GWh; and 
generated lifetime savings in excess of 2.0 TWh. APS has also proposed an energy 
efficiency implementation plan for 20 12 (currently pending before the Commission), 
which if approved, is designed to achieve the 201 2 savings requirement of 1.5% and 
deliver substantial public interest benefits. 

How can adequate funding to achieve the EEES energy savings requirements be 
ensured? 

APS has positioned energy efficiency to becqme the primary resource to meet energy 
growth over the next decade. From 201 1 to 2020, energy efficiency will meet more 
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than half of APS’ planned energy growth, making it the Company’s largest growing 
energy resource for meeting load growth over the next ten years. As a fundamental 
resource meeting the real energy needs of customers at lowest cost, energy efficiency 
must be satisfactorily funded and provided stability - else the numerous public 
interest benefits of this core resource may not be realized. In order to provide 
adequate treatment for this central resource, it is critical that a total of $70 million of 
energy efficiency programs be expensed in base rates. Since $10 million of energy 
efficiency program funding is already expensed in base rates, a $60 million increase 
would be necessitated. The demand side management (DSM) adjustment mechanism 
should still remain intact, but should recover or refund any energy efficiency funding 
amounts above or below $70 million, as needed to implement energy efficiency 
programs to meet the energy savings requirements established by the EEES. In this 
way, the DSM adjustment mechanism would serve as a flexible means of recovering 
additional program funding (as needed). 

Q. Has the Commission allowed energy efficienay program funding to be expensed in 
base rates previously? 

A. Yes. In Commission Decision No. 67744, approving the settlement agreement to 
increase APS rates in 2005, an annual $10 million allowance for DSM costs was 
approved for inclusion within base rates. In 2006, the year directly following that 
decision, the Company spent $10.6 million on energy efficiency programs. Thus the 
$10 million allowance equated to more than 90% of energy efficiency program 
expenditures in that year. Since this time, energy efficiency has evolved to become a 
central energy resource meeting the real energy needs of customers at lowest cost 
while also delivering substantial benefits for customers, the economy, the utility 
system, and the environment. Moreover, as described earlier, APS has positioned 
energy efficiency to meet more than half of APS’ planned energy growth over the 
next decade, making it the primary energy resource for meeting growth over the next 
ten years. As a core and growing component of the Company’s energy resource mix 
and also the least expensive resource available to meet future energy needs, energy 
efficiency must be adequately funded and provided consistency. In its 20 12 plans for 
energy efficiency, the Company proposes to spend $78 million on programs while 
delivering $194 million in net benefits to customers. Hence, expensing $70 million in 
base rates would equate to approximately 90% of these anticipated funds. 

Q. What else should be done to increase opportuqities for APS customers to reduce their 
energy bills through energy efficiency? 

A. In addition to adequate funding for program implementation and delivery, energy 
efficiency programs must continue to be cost-effective, efficient, and successful and 
should continue to be reviewed, approved, and improved through the energy 
efficiency implementation plan and the semi-annual reporting processes. It is also 
essential that the Company continue to expand and diversify offerings so that a larger 
number of customers can achieve greater energy and bill savings and that it continue 
to develop innovative approaches to leverage ratepayer money with funds from other 
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sources. For example, the Company should continue to expand savings opportunities 
for small businesses and renters available through its Small Business and Multifamily 
Energy Efficiency programs, respectively; fully implement an energy efficiency 
financing offering for small businesses; expand its Consumer Products offerings to 
include additional equipment, including electronics; jointly offer and deliver 
programs with gas utilities as a means to achieve program delivery efficiencies and 
cost savings and to provide gas and, electric customers with more savings 
opportunities and a more seamless experience; and develop programs highly tailored 
to certain market segments (Le. hotels, retail stores, large multifamily properties, data 
centers, etc.). 

11 Energy Effciencv Performance Incentive 
1 2  
13 
14 rate case? 
15 
16 
17 
18 appropriately designed performance incentives. 
19 
20 
2 1  
22  1. Encourages the Company to pursue cost-effective energy efficiency; 
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27 quantified, and verified; 
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33 principles mentioned above. 
34 
35 
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39 
40 
41 
42 
43 
44 
45 incentive mechanism. 

Q. What is SWEEP’S proposal for an energy efficiency performance incentive in this 

A. Energy efficiency performance incentives have been shown to be an important tool to 
encourage effective delivery of cost-effective energy efficiency, and SWEEP supports 

In SWEEP’S view an appropriately designed performance incentive: 

2. Is designed in such a way to avoid any perverse incentives; 

3. Is based on clearly-defined goals and activities that are sufficiently monitored, 

4. Is available only for activities for which the Company plays a distinct and clear 
role in bringing about the desired outcome; and 

5 .  Is kept as low as possible while balancing and meeting the objectives and 

SWEEP proposes that the Company’s current performance incentive - a tiered 
performance incentive as a percentage of net benefits, capped at a tiered percentage of 
program costs - should be improved to be mpre effective while reducing any 
perverse incentives. To that end, SWEEP proposes that the Company’s energy 
efficiency performance incentive be redesigned so that it simultaneously incents cost- 
efficiency and the delivery of a high volume Qf savings. 

Q. What improvements in the Company’s perforpance incentive does SWEEP propose? 

A. SWEEP proposes changes to the performance incentive cap and the design of the 
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First, SWEEP recommends that the performance incentive cap be determined based 
on a percent of the goal and target incentive amount rather than on a tiered percentage 
of program costs. Specifically, for a performance incentive based on meeting a certain 
goal, for which the Company would earn 100% of its proposed incentive by meeting 
the target of 100% of goal, the performance incentive amount would be capped at 
130% of the target incentive amount (which would be commensurate to performance 
at 130% of goal). For example, consider a goal of X, with a target performance 
incentive of Y. If the Company performs at 140% of goal (140% of X), the 
Company’s performance incentive amount would be capped at 130% of the target 
incentive amount (130% of Y). The performance incentive cap would not be based 
on what the Company spent. 

Second, SWEEP proposes a three-component performance incentive mechanism 
designed to encourage the company to achieve benefits for customers (the volume of 
benefits), to achieve the customer benefits cost-efficiently from the perspective of 
ratepayers (thereby enhancing value to ratepayers), and to focus on specific indicators 
of performance for certain key objectives or in specific market segments. 
Specifically, the performance incentive mechgnism should consist of three 
components : 

1. Benefits component, based on the present value (in dollars) of the achieved 
societal benefits of the program (45% of the total incentive amount). 

2. Cost-efficiency component, based on the achieved total societal benefits minus 
the program costs funded by ratepayers (45% of the total incentive amount). 

3. Specific performance metrics focused on specific indicators of performance for 
certain key objectives or in specific market segments, such as metrics for 
performance on financing offerings or performance in specific segments such as 
low income customers, multifamily customers, or small businesses (1 0% of the 
total incentive amount). The specific performance metrics should be able to be 
proposed, updated or modified in an energy efficiency implementation plan 
process. 

SWEEP recommends that the performance incentive cap described above be applied 
to each component and metric in the performance incentive. 

Documentation of Utility Svstem Cost Reductions as a Result of Enerw Efficiencv 

Q. How can the Commission ensure that investments in energy efficiency are reducing 
customer costs and the forecasted costs of the utility system? 

A. As APS increases the energy efficiency investment, it must demonstrate the value of 
this investment in delivering public interest benefits, including reductions in utility 
system costs and customer costs over time as a result of lower customer loads on the 
utility system. As part of this rate case and in subsequent reports, APS should 
document in its filings before the Commission reductions in forecasted or planned 
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Decoupling: to Reduce the Financial Disincentive to 
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Q. Does APS experience a financial disincentive to its support of energy efficiency when 
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Yes. Traditional utility regulation links the utility’s financial health to volumetric 
sales of electricity, resulting in a utility financial disincentive to support energy 
efficiency and other demand-side resources that reduce sales. Energy savings by APS 
customers (which are beneficial for customers, the economy, the utility system, and 
the environment) result in lower revenues for the Company and the under-recovery of 
Commission-authorized utility fixed costs. In general, this financial disincentive can 
reduce utility support and enthusiasm for cost-effective resources such as energy 
efficiency programs that minimize the long-term costs of providing service. It could 
also impede potentially crucial utility support for building energy codes and other 
policies that reduce utility bills for customers and serve societal interests. 

Should a decoupling mechanism for APS be implemented to reduce the financial 
disincentive and encourage APS to support additional increases in energy efficiency 
through programs and other initiatives such as support of building energy codes? 

Yes. The financial interest of APS should be better aligned with the interests of its 
customers by reducing financial disincentives to utility support of energy efficiency, 
thereby resulting in more energy savings and larger reductions in customer energy 
bills. 

SWEEP supports decoupling mechanisms to address issues related to energy 
efficiency, Le., when such mechanisms would be effective in substantially increasing 
customer energy efficiency and reducing the financial disincentive to electric utility 
support of increased energy efficiency. 

SWEEP is not in favor of decoupling solely or primarily as a mechanism for the 
utility to recover its fixed costs. T4erefore, in SWEEP’S view the implementation of 
decoupling is premised on substantial increases in customer energy efficiency, for 
which the decoupling mechanism would reduce the financial disincentive to the 
utility of such increased energy efficiency. Because the EEES will deliver substantial 
energy efficiency savings for APS customers, decoupling in this situation is justified. 

10 



Direct Testimony of Jeff Schlegei, SWEEP 
Docket No. E-O1345A-11-0224 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
1 2  
13 
14 
15 
16 
17 
18 
19 
20 
2 1  
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

Q. Does full decoupling completely and effectively reduce Company disincentives for 
the support of activities that eliminate energy waste, including activities not directly 
linked to the Company’s energy efficiency programs? 

A. Yes. Full decoupling completely and effectively reduces Company disincentives for 
the support of activities that eliminate energy waste. As such, full decoupling is 
important not only for full utility support of energy efficiency programs but also for 
activities that reduce sales but are not or may not be directly linked to the Company’s 
portfolio of energy efficiency programs. This could include utility support for 
building energy codes; appliance standards; energy education and marketing; state 
and local government energy conservation efforts; and federal energy policies. 

Q. Does SWEEP support the decoupling mechanism (Efficiency and Infrastructure 
Account or “EIA”) proposed by APS? 

A. SWEEP supports the revenue per customer decoupling mechanism proposed by APS 
with two exceptions: I 

1. SWEEP supports a true 3% cap on upward decoupling adjustments that would 
apply for each and every adjustment period and for which any carried-forward 
deferred balance would be subject. SWEEP does not support the cap proposed by 
the Company, which would limit the amount of increase in the decoupling 
adjustment from one year to the next to 3% of company’s revenues but apparently 
would not apply (in the Company’s EIA proposal) to the deferred balance. It 
appears that the Company’s proposal could result in a decoupling adjustment of 
greater than 3% (e.g., in the event that the amount of the increase in the 
adjustment from one year to the next was 3% and there was a deferred balance 
from prior years, thereby leading to the sum of the two to be greater than 3%). 
The Company’s proposed cap therefore wpuld not represent a total and true cap of 
3% of total company revenues per adjustment period as recommended by SWEEP 
and as discussed during the decoupling workshops. 

2. In order to provide ratepayers with weather-related relief following extreme 
events, SWEEP would prefer more timely and current adjustments than the annual 
decoupling adjustments proposed by APS, During the technical conferences, APS 
explained that limitations to their billing system preclude more timely 
adjustments. SWEEP therefore recommends that the Commission order that any 
revision to or introduction of a new Company billing system incorporate 
capabilities that would enable more current decoupling adjustments (i.e., monthly 
adjustments to address weather and extreme weather events). 

Q. Is the Company-proposed decoupling mechaqism consistent with the Commission’s 
Decoupling Policy Statement? 

A. Yes. Together, the Company’s energy efficiency portfolio - designed to meet the 
cumulative annual energy savings rqquired by the EEES - and its proposed revenue 
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per customer decoupling mechanism are consistent with the Commission’s 
Decoupling Policy Statement. The Company’s proposal meets the following policies 
set forth in the Policy Statement: 

“Utilities should pursue all cost-effective energy efficiency and demand side 
management resources, and should meet qrizona’s Electric. . . Efficiency 
Standard of at least 22% electric energy savings by 2020.” 
“Revenue decoupling may offer significant advantages over alternative 
mechanisms for addressing utility financial disincentives to energy efficiency.” 
“While other decoupling models are appropriate in general, non-fuel revenue per 
customer decoupling may be well suited for Arizona.” 
“Adoption of decoupling. . . should not occur as a pilot as this insufficiently 
supports demand-side management efforts, discourages beneficial changes in rate 
design, and is unlikely to encourage financial ratings improvements.” 
“Full decoupling is preferable to partial decoupling.” 
“Decoupling adjustments should occur at least on an annual basis, however, 
parties may propose more current adjustments as this may provide ratepayers with 
weather related relief following extreme events.” 
“Broad participation in decoupling is preferred; however, the unique 
characteristics of each utility miy merit different treatment of some customer 
classes.” 
“Collars or caps on decoupling adjustments should be designed to encourage 
gradualism, and to minimize the short-term effects on customers.” 

Accountinp for Commission-AdoDted Policies as an Adiustment to Sales 

Q. Does SWEEP recommend other improvements to ratemaking practices applied in this 
rate case proceeding? 

A. Yes. The impacts of Commission-adopted policies, including the energy savings 
required by the EEES, should be reflected and accounted for in the test year sales 
used to set rates in this proceeding. Specifically, a pro-forma adjustment to sales 
(which would impact revenues) should be applied to test year sales, to account for the 
energy savings and load-reducing effects of the Commission-adopted EEES 
requirements. The EEES requirements and their impacts on sales are known and 
measurable. Further, applying the pro forma adjustment would result in better and 
more accurate alignment of revenues and expenses based on these known and 
measurable quantities. If the Commission is concerned whether a full 100% of the 
EEES requirement would be met in each and every future year, the pro forma 
adjustment could be applied at a level of 75% of the EEES requirement. 

Customer Bill Redesign and Disclosure 

Q. Does SWEEP support a redesign of the APS bill? 
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A. SWEEP supports redesigning the APS bill in order to lessen customer confusion and 
provide customers with more useful informatipn. 

SWEEP would support either of the following: 

1. If APS plans to simplify the bill by presenting fewer cost categories, SWEEP 
notes that recovering the vast majority of energy efficiency through base rates 
would be consistent with this intent. SWEEP also recommends that the DSM 
adjustor not be specifically identified on the customer bill, as not including the 
DSM adjustor on the bill would be consistent with the treatment of other energy 
resources, whose costs are not expressly identified by the current bill format. 

OR 

2. If APS plans to make the bill more transparent, SWEEP supports full disclosure 
on the customer bill of each and every eqergy resource, so that no one energy 
resource is singled out or ghettoized. For example, SWEEP would support the 
inclusion of a graphic similar to the pie grhph presented by APS witness Don 
Robinson that illustrates how each rate dsllar is spent. If such a graphic were 
included, however, the costs associated with each and every energy resource 
would need to be clearly delineated. 

Infrastructure Tracker 

Q. Does SWEEP support the Company-proposed infrastructure tracker (Environmental 
and Reliability Account or “ERA”)? 

A. No. SWEEP does not support the ERA and urges the Commission to disapprove the 
Company-proposed infrastructure tracker. The ERA is too broad and too far reaching. 
The future costs that the ERA is proposed to address and recover should not be 
addressed in an infrastructure tracker. 

Conclusiop 
I ’  

Q. Does this conclude your testimony? 

A. Yes. 
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A. My name is Jeff Schlegel. My busi ess address is 1167 W. Samalayuca Drive, P 

A. I am testifyiqg on behalf of the Southwest Energy Efficiency Project (SWEEP). 

Q. Have you filed direct testimony in this docket previously? 

A. Yes. I filed direct testimony on behalf of SWEEP on November 18,201 1. 

Q. What is the purpose of your rate design direct testimony? 

A. In my rate design testimony, I will address four issues: 
I .  Which customer rate classes should be excluded from full decoupling or lost 

2. Increasing the basic service charge is not in the interest of customers; 
3 .  Other DSM energy efficiency fwnding and cost-recovery mechanisms; and 
4. Providing customers with useful information about utility costs and resources. 
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Which Customer Rate Classes Should be Excluded from Full Decoupling or Lost 
Revenue Recoverv Mechanisms? 

Q. Did the Commission’s Decoupling Policy Statement address the degree and nature of 
customer class participation in full decoupling or lost revenue recovery mechanisms? 

A. Yes. The Commission’s Decoupling Policy Statement stated: “Broad participation in 
decoupling is preferred; however, the unique characteristics of each utility may merit 
different treatment of some customer classes.” During the Commission’s decoupling 
workshops, SWEEP supported the broad participation of all or the vast majority of 
customer classes. SWEEP also expressed its willingness to consider excluding the 
largest customers from the mechanisms if it was demonstrated that the customers do 
not contribute to the recovery of fixed costs. 

Q. Are there APS customers or classes of customers that should be excluded from full 
decoupling or lost revenue recovery mechanisms? 

A. Yes. SWEE supports the exclusion of only the largest customers (or the rate classes 

mechanisms if it is demonstrated that the customers do not contribute to the recovery 
of fixed costs. In this rate case, SWEEP is open to considering the exclusion of 
certain customers (such as E-34 or E-35 custopers). However, any such exclusion 
should be based on evidence that the customers or customer rate classes do not 
contribute to the recovery of fixed costs. 

that include R nly the largest customers) from full decoupling or lost revenue recovery 

Increasing the Basic Service Charge is Not in the Interest of Customers 

Q. Is increasing the basic service charge, as an alternative to full decoupling or lost 
revenue recovery mechanisms, in the interest of customers? 

A. No. SWEEP does not support increasing the basic service charge as a mechanism to 
recover additional fixed costs. Increasing the basic service charge mutes the price 
signal to customers by reducing the amount of  utility bill cost savings that customers 
experience when they conserve energy or increase their energy efficiency. Higher 
basic service charges are not in the public interest and are not in thc interest of 
customers. 

Other DSM Energy Efficiency Funding and Cost-Recovery Mechanisms 

Q. Are there DSM energy efficiency program funding and cost-recovery mechanisms 
that would reduce the rate impacts of the DSY energy efficiency program funding 
increases? 

A. Yes. The Coinmission could choose to amortize or capitalize a portion of the DSM 
energy efficiency expenditures, similar to how investments in power plants are 
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A. Yes. For example, the APS DSM energy efficiency program funding could consist of 
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Providing Customers with Useful Information about Utility Costs and Resources 

Q. What objectives should be considered when redesigning the customer bill and 
providing useful information to customers? 

A. As I testified in my direct testimony, customers should be provided with useful 
information pn utility costs and resources so that customers can fully understand how 
their money is being allocated and spent, and on which resources and costs. The 
customer bill itself should be simplified so that information is readily accessible and 
easy to understand for customers. There are two objectives here: providing a simple 
bill to customers, and providing useful and transparent information to customers. 

Q. How can these two seemingly contradictory objectives be achieved without burdening 

A. These two crucial objectives - transparency aqd simplicity - could be achieved 

1 .  Simplifying the regular bill by presenting fewer cost categories and treating all 
energy resources equally in terms of disclosure (for example, not including the 
DSM adjustor as a line item on the bill, which would be consistent with the 
treatment of other energy resources, whose costs are not expressly identified by 

2. Providing supplemental information on utility costs and energy resources to 
customers at all times via the web and quarterly or annually via a bill insert, 
email, and/or other communication - and not on the customer bill itself. This 
information would include a graphic similar to the pie graph presented by APS 
witness Don Robinson that illustrates how each rate dollar is spent. If such a 
graphic were included, however, the costs associated with each and every energy 
resource would also need to be clearly delineated. In addition, all regular bills 

5 
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sent to customers would direct customers to the location on the web where utility 
and energy resource costs, as well as the energy resource mix, would reside, with 
a phone number customers could call for specific details. 

Conclusion 

Q. Does this conclude your rate design testimony? 

7 
5 
6 
7 
8 
9 A. Yes. 
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Introduction 
? 

Q. Please state your name and business address. 

A. My name is Jeff Schlegel. My business address is 1167 W. Samalayuca Drive, 
Tucson, Arizona 85704-3224. 

Q. Did you submit direct testimony in this proceeding? 

A. Yes. I filed direct testimony and direct rate design testimony on behalf of the 
Southwest Energy Efficiency Project (SWEEP). 

Q. Have there been any changes in your qualifications or representation of SWEEP? 

A. No. 

Summary of SWEEP’S Testimonv in Fartial Opposition to the Proposed Settlement 

Q. What is the purpose of your testimony? 
I 

A. In my testimony, I will: 

Summarize how the proposed Settlement Agreement limits the Commission from 
fully exploring the policy options for addressing utility financial disincentives to 
energy efftciency, including limiting the Commission’s consideration of full 
revenue decoupling; 
Describe why full revenue decoupling, a mechanism the Commission adopted 
one month ago in the Southwest Gas rate case after a thorough evaluation of all 
of the evidence, is a superior option for the treatment of utility financial 
disincentives to energy efficiency compared to the lost fixed cost revenue 
recovery mechanism proposed in the Settlement Agreement; 
Recommend that the Commission substitute full revenue decoupling in place of 
the lost fixed cost revenue recovery mechanism proposed in the Settlement 
Agreement because full revenue decoupling more completely and effectively 
reduces utility company disincentives for the support of activities that eliminate 
energy waste, while lost fixed cost revenye recovery does not; 
Express why rate case moratoriums can limit the Commission’s ability to direct 
energy policy, and emphasize why caution should be exercised when enacting a 
rate case moratorium, especially one as long as four years; 
Explain thqt performance incentives are an important policy instrument that the 
Commission should exercise to influence and direct energy efficiency outcomes 
during the energy efficiency implementation plan process; 
Provide recommendations on objectives and design criteria for an energy 
efficiency performance incentive that establishes a clear connection between the 
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1 
2 savings. 
3 9 

4 
5 
6 
7 

performance incentive level and the achievement of cost-effective energy 

Describe why and how energy efficiency, as a fundamental resource meeting the 
real energy needs of customers at lowest cost, should be adequately funded in 
base rates at stable levels; and 
Explain how and why the impacts of Commission-adopted policies should be 
reflected apd accounted for in adjustments to test year sales used to set rates. 

9 

8 
9 

10 
11 
1 2  disincentives to energy efficiency? 
13 
14 
15 
16 
17 
18 

Utilitv Financial Disincentives to Enerey Efficiency and Preservinc the 

Q. How does the proposed Settlement Agreement offer to address utility financial 

A. The Settlement Agreement proposes to implement a lost fixed cost revenue (LFCR) 
recovery mechanism. This mechanism would recover a portion of the distribution and 
transmission costs associated with the pursuit of energy efficiency and distributed 
generation by residential, commercial, and industrial customers. The Settlement 
Agreement would also allow residential customers to “opt out” of this LFCR 

19 
20 charge. 
21  
22  

mechanism by accepting higher fixQd charges through an increased basic service 

Q. Does the proposed Settlement Agreement limit the Commission from fully 
23 
24 efficiency? 
25 
26 
27 

considering the policy options for addressing utility financial disincentives to energy 

A. Yes. By offering only one option far addressing utility financial disincentives to 
energy efficiency @e., the LFCR mechanism), the proposed Settlement Agreement 

28 
29 
30 
3 1  
32 

limits the Commission from fully exploring apd vetting the various policy options it 
could consider, including full revenue decoupling. 

In contrast, the proposed Settlement Agreement offered in the Southwest Gas rate 
case (and adopted by the Commission in December 201 l), gave the Commission a 

33 
34 
35 
36 
37 
38 
39 
40 Q. 
41  
42 

choice: it presented two clear policy options for Commission consideration - a LFCR 
mechanism and a full revenue decoupling mechanism. As such, the Southwest Gas 
Settlement Agreement provided a framework for the Commission to thoroughly vet 
the policy and legal issues surrounding both full revenue decoupling and lost fixed 
cost revenue recovery and to make 3 decision after a thorough deliberation of all of 
the evidence. 

Does the Settlepent Agreement address, in a positive and responsive manner, the 
concerns raised; by Commissioners during the Special Open Meeting on December 
16, 201 1, about settlement agreements limiting the Commission’s ability to consider a 

43 
44 

full range of options and decide energy policy? 
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No. As discussed above, the proposed Agreement does not offer a framework for the 
Commission to thoroughly vet the policy and legal issues surrounding both lost fixed 
cost revenue recovery and full revenue decoupling. Indeed, in any adoption of the full 
Settlement as filed, the Commission would not be able to consider full revenue 
decoupling at all. Instead, it would have to consider this option entirely outside of the 
Agreement. Accordingly, the proposed Settlement limits the Commission’s ability to 
direct energy policy related to the treatment of utility financial disincentives to energy 
efficiency and is therefore not responsive to the stated concerns by Commissioners at 
the December meeting. Most notably, the proposed Settlement excludes from 
Commission consideration full revenue decoupling - the very option that the 
Commission approved for the Southwest Gas Company one month ago after a 
thorough evaluation of evidence on both lost fixed cost revenue recovery and full 
revenue decoupling. 

Why is full revenue decoupling a policy option worthy of Commission consideration? 

As I testified in my direct testimony, the financial interest of the Arizona Public 
Service Company (“Company” or “APS”) should be better aligned with the interests 
of its customers by reducing financial disincentives to utility support of energy 
efficiency, thereby resulting in more energy savings, total lower costs for customers, 
and larger customer energy bill reductions. 

Full revenue decoupling completely and effectively reduces utility company 
disincentives for the support of activities that eliminate energy waste. As such, full 
revenue decoupling is important not only for full, enthusiastic utility support of 
energy efficiency programs but also for activities that reduce sales but are not or may 
not be directly linked to the Company’s portfolio of energy efficiency programs. This 
could include utility support for bui\ding energy codes; appliance standards; energy 
education and marketing; state and local government energy conservation efforts; and 
federal energy policies. 

Why is full revenue decoupling a superior option for the treatment of utility financial 
disincentives to energy efficiency than the proposed LFCR mechanism? 

The proposed LFCR mechanism inadequately reduces utility disincentives to energy 
efficiency, and therefore results in fewer oppartunities for customers to reduce their 
energy bills. Consequently, it discourages Company support of building energy 
codes, appliance efficiency standards, and state initiatives and legislation. It will also 
likely result in contentious and protracted technical proceedings at the Commission 
(as has been the experience in lost revenue recovery mechanism proceedings in other 
states). Finally, the LFCR mechanism represents an automatic rate increase. In 
contrast, because full revenue decoupling allows for rate adjustments in both a 
positive and negative direction, decoupling could result in either a credit or a charge 
on the customer bill. 
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LFCR does nothing to reduce APS’ financial incentive to encourage customers to use 
more electricity - and the more customers waste energy, the more APS revenues and 
earnings increase. Also, under LFCR in the Agreement, as the Arizona economy 
recovers and electric demand increases, APS revenues and earnings would also 
increase. Specifically, APS could retain all revenues higher than the revenue levels 
established by the Agreement, which would result in higher earnings. APS would also 
retain all revenues higher than the revenue levels established by the Agreement from 
increased electrification and electric vehicles. In contrast, full decoupling would 
provide a credit to customers for any revenues higher than authorized revenues 
(determined as authorized revenue per customer multiplied by the number of 
customers). 

Q. Does the proposed residential opt-out rate serve the interest of customers who want to 
reduce their energy bills? 

A. No. The residential opt-out rate requires customers to accept higher fixed charges 
through an increased basic service charge. As I testified in my rate design direct 
testimony, SWEEP does not support increasing the basic service charge as a 
mechanism to recover additional fixed costs. Increasing the basic service charge 
mutes the price signal to customers by reducing the amount of utility bill cost savings 
that customers experience when they conserve energy or increase their energy 
efficiency. 

Q. What action should the Commission take on the Settlement Agreement? 

A. The Commission should approve the Settlement Agreement with the exception of 
Section IX (see additional comments of other portions of Section IX, below). In its 
stead, the Commission should substitute the Company’s original decoupling proposal. 

Rate Case Moratorium/Stay-Out Provision and Preserving the Commission’s 
Abilitv to Decide Enerw Policv and Remond to Chanpinp Conditions 

Q. Does the Settlepent Agreement propose a rate case moratorium? 

A. Yes. The proposed Settlement Agreement includes a four-year rate case stay-out 
provision that, ‘f adopted, would prohibit the Company from filing a new general rate 
case application until July 1 , 20 16. t 

Q. Do rate case mpratoriums limit the Commission’s ability to direct and determine 
energy policy? 

A. Rate case moratoriums effectively freeze rates for a specified period of time, despite 
shifts in the economy or energyhegulatory policies that might otherwise call for a 
reexamination of and possible change to rates, In turn, rate case moratoriums can 
limit the Commission’s ability to direct energy policy, especially those policies that 
come about or evolve after establishment of the moratorium in question. 

6 
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Q. Are there any recent examples to illustrate this point? 

Yes. The Settlement Agreement adopted in Tucson Electric Power Company’s (TEP) 
2008 rate case included a stay-out provision that prohibits the Company from filing a 
new general rate case application until mid-2Q12. As the Commission is fully aware, 
this stay-out provision has constrained Comqission options and actions related to the 
achievement of the Electric Energy Efficiency Standard (adopted in 201 0) and the 
Commission’s review of the TEP EE Implementation Plan, and may prevent or limit 
TEP customers from receiving the full value of energy efficiency investments (i.e., 
reducing their utility bills and lowering total costs for customers). 

Q. Are rate case qoratoriums a good idea during uncertain economic times? 

A. During uncertain economic times, a rate case moratorium may offer stability to 
customers in the form of a rate freeze. Alternatively, it may subject customers to 
higher than necessary rates and costs or to higher future costs. And, when combined 
with the LFCR mechanism in the Agreement (rather than full decoupling), it results in 
APS retaining all of the revenues that are higher than the revenue levels established 
by the Agreement rather than provicfing credits to customers, for the full period of the 
stay-out provision. For these reasons, SWEEP believes the Commission should 
exercise caution when enacting a moratorium, especially one as long as four years (as 
proposed in this Settlement Agreement). 

Q. What action should the Commission take to qitigate the negative effects of the long 
stay-out provision? 

A. If the Commission chooses to adopt the proposed Agreement, SWEEP recommends 
shortening the stay-out period to three years. At the very least, SWEEP recommends 
that in three years time or sooner the Commission exercise its authority to initiate a 
systematic review to determine if rates are just and reasonable for customers and to 
determine whefher the continuation of the stay-out provision is warranted. 

Energy Efficiency Performance Incentive 

Q. What does the Settlement propose for an energy efficiency performance incentive? 

A. If adopted, the Settlement Agreement would slightly modify the Company’s current 
performance incentive by removing and changing certain performance tiers. It would 
also initiate a stakeholder process for the development of a new performance 
incentive by December 3 1, 2012, for Commission consideration and possible 
implementation at a later date. 

See Sections 9.14b and 9.14d of the proposed Settlement Agreement. I 
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Q. Does the Electric Energy Efficiency Standard provide guidance for when a 
performance incentive may be adopted? 
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A. Yes. The Electric Energy Efficiency Standard states that, “In the implementation 
plans required by R14-2-2405, an affected utility may propose for Commission 
review a performance incentive to assist in achieving the energy efficiency standard 
set forth in Rl4-2-2404. The Commission may also consider performance incentives 
in a general rate case” (R14-2-2411). In other words, the Electric Energy Efficiency 
Standard allows for performance incentives to be proposed and adopted during a rate 
case or during the annual energy efficiency implementation plan process. 

Q. Does SWEEP have a preference on when performance incentives should be proposed 

A. Yes. SWEEP views performance incentives as an important policy instrument that the 
Commission should exercise to influence and direct energy efficiency programs and 
outcomes for the benefit of customers. To that end, we believe it is critical for the 
Commission to be able to oversee and modify performance incentive design during 
the energy efficiency implementation plan process, when new energy efficiency 
programs and initiatives are proposed, reviewed, and approved by the Commission, 
and when energy efficiency policy is implemented. 

Q. What is your view of the timing of the process for the development of a new 
performance incentive, as set forth in the Settlement Agreement Section 9.14d? 

A. Consistent with the arguments above, SWEEP believes the new performance 
incentive should be developed by mid-2012, filed by APS as part of its 2013 Demand 
Side Management (DSM) Implementation Plan, and considered by the Commission 
as part of its review of the 201 3 DSM Implementation Plan. There is no reason for 
APS, Staff, and stakeholders to wait until Deaember 2012 to complete the 
development of a new performance incentive that will better incent achievement of 

Q. But mid-2012 is likely earlier timing than a final decision in this proceeding, correct? 

A. Yes. For this reason SWEEP recommends that APS initiate a process now to work 
with Staff and other stakeholders to develop a new performance incentive for 
Commission consideration as part of the 20 13 DSM Implementation Plan process. 

Q. Does SWEEP have any recommendations with respect to the performance incentive, 
if the Commission were to adopt the proposed Settlement Agreement with the 
performance incentive process and timing as set forth in the Settlement Agreement? 

A. Yes. If the Commission adopts the proposed Settlement Agreement, thereby delaying 
the consideration of a new performance incentive until December 2012 at the earliest, 
the Commissiop should make known its objectives for performance incentive design, 

I I 
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and these objectives should be set forth in the Commission’s final decision. In 
SWEEP’S view an appropriately designed performance incentive would meet the 
following objectives: 

1. It encourages the Company to pursue cost-effective energy efficiency; 

2. It is designed in such a way to avoid apy perverse incentives; 

3. It is based on clearly-defined goals and activities that are sufficiently 
monitored, quantified, and verified; 

4. It is available only for activities for which the Company plays a distinct and 
clear role in bringing about the desired outcome; and 

5. It is kept as low as possible while balancing and meeting the objectives and 
principles mentioned above. 

Does SWEEP have any additional recommendations on specific design criteria for the 
performance incentive, which the Commission should require in its final decision? 

Yes. If the Commission adopts the proposed Settlement Agreement with the process 
to develop a new performance incentive, the Commission should also require the 
following design criteria for the new performance incentive: 

Encourage the achievement of energy savings and net benefits for customers 
through a performance incentive with an eligible incentive level equivalent to 7% 
of net benefits on a pre-tax basis; 

. Include new components and metrics that emphasize increased 
comprehensiveness of energy efficiency program services provided to customers 
and result in higher percent savings, encourage cost-efficiency in the use of 
ratepayer funds (i.e., total net benefits to customers per dollar of ratepayer 
funding provided), and target the achievement of specific performance goals such 
as serving a targeted number of low income customers and/or issuing a specific 
targeted number of residential lQans or a targeted total loan amount; and, 

. Have an absolute dollar cap on he total incentive amount that the Company may 
earn, set at 1 15% of the eligible incentive level (determined at 100% of target 
performance), thereby not incenting increased program spending through the 
design of the performance incedtive mechanism or its incentive cap. 

t 



Testimony in Partial Opposition to  the Proposed Settlement Agreement of Jeff Schlegel, SWEEP 
Docket No. E-O1345A-11-0224 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14  
15 
16 
1 7  
18 
19  
20 
21  
2 2  
23 
24 
25 
26 
27 
28 
29 
30 
31  
32 
33 
34 
35 
36 

Adeauate Funding and Stabilitv for Enerev Efficiencv 

Q. Does the proposed Settlement Agreement adequately support energy efficiency? 

A. No. The proposed Settlement Agreement, except for a general statement in support of 
energy efficiency2, does not include provisions to adequately fund or support energy 
efficiency. For example, it does not support the level of savings set forth in the 
Electric Energy Efficiency Standard (there is no explicit support for the energy 
savings levels in the Energy Efficiency Standard or for any other level of savings for 
customers) and does not provide adequate or stable funding. Also, the Agreement 
does not fund a majority of energy efficiency Fosts in base rates. This is in contrast to 
other energy resources, which are afforded stability through funding in base rates. 

Q. How can adequate funding for energy efficiency be ensured? 

A. In order to provide adequate treatment for this central and least cost resource, total 
funding of $70 million for energy efficiency should be expensed in base rates, while 
commensurately reducing the Demand Side Management (DSM) a d j ~ s t o r . ~  Since $10 
million of energy efficiency funding is already expensed in base rates, a $60 million 
increase would be necessitated. The DSM adjustment mechanism should still remain 
intact, but should recover or refund any energy efficiency funding amounts above or 
below $70 million, as needed to implement aqd deliver energy efficiency offerings to 
customers. In this way, the DSM adjustment mechanism would serve as a flexible 
means of recovering additional energy efficiency funding (as needed). For example, 
based upon the Commission Staffs Second Revised Report and Recommended Order 
on APS’ 2012 DSM Implementation Plan, SWEEP estimates that expensing $70 
million of energy efficiency program costs in base rates would reduce the total 
amount collected through the 2012 DSM adjustor for 2012 energy efficiency 
programs (not including demand response costs) from $71.4 million4 to $1.4 million, 
reducing the DSM adjustor for 2012 energy efficiency programs from about $0.0022 
per kWh5 to $0.000052 per kWh. 

Q. Why should energy efficiency be adequately funded in base rates at stable levels? 

A. Energy efficiency is a fundamental resource meeting the real energy needs of 
customers at lowest cost. Additionally, it is a positioned to become the Company’s 

Section 9.1 of the proposed Settlement Agreement states, “The Signatories support energy efficiency as a 

As I testified in my direct testimony, in its 2012 DSM Implementation Plan, the Company proposed to 
low cost energy resource.” 

spend $78 million, while delivering $194 million in net benefits to customers. Hence, expensing $70 
million in base rates would equate to approximately 90% ofthese anticipated funds. 

Codes and Standards program; measurement, evaluation, and research; and the energy efficiency 
performance incentive. 
5 This value accounts fpr the $10 million in energy efficiency funds already expensed in base rates. 

3 

The $71.4 million ampunt includes the cost of 2012 energy efficiency programs; the cost of the proposed 4 
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primary resource to meet energy growth over the next decade. In fact, from 201 1 to 
2020, energy efficiency will meet more than half of APS’ planned energy growth, 
making it the Company’s largest growing enei-gy resource for meeting load growth 
over the next tep years. For these reasons, energy efficiency must be satisfactorily 
funded and provided funding stability - else the numerous public interest benefits of 
this core resource may not be realized. Stability in policies and funding is a key to 
maximizing the customer benefits from energy efficiency. 

Accountinp for Commission-Adopted Policies as an Adiustment to Sales 

Q. Are there other rate-making issues in this case that the Commission should consider, 
as part of a package of improved prqctices in utility regulation and ratemaking in an 
era of focusing on reducing customer energy bills through increased energy 
efficiency? 

A. Yes. The current system for ratemaking does pot fully account for Commission- 
adopted policies. In particular, it does not account at all for the Electric Energy 
Efficiency Standard or its impacts. Indeed, the test year sales based on an historic test 
year and used to set rates in this proceeding ignore the energy savings required by the 
Standard that will be experienced in the years for which the new rates are effective. 

Q. Why is it important to account for Commission-adopted policies when setting rates? 

A. If the rate setting process does not account for Commission-adopted policies, a 
disconnect arises between ratemaking and the very policies themselves. This 
disconnect can lead to regulatory lag, mismatches between cost causation and cost 
recovery, and the under-recovery of authorized fixed costs. The Commission should 
approve rates that are adequate in recovering Commission-authorized costs within the 
same time period in a manner that is consistent with the effects of Commission- 
adopted policies. 

Q. How can the Commission remedy this issue? 

A. The impacts of Commission-adopted policies should be reflected and accounted for in 
the test year sales used to set rates. As I testified in my direct rate design testimony, a 
post-test year adjustment to sales (which would impact revenues) should be applied to 
test year sales, to account for the energy savings and load-reducing effects of the 
Commission-adopted Electric Energy Efficiency Standard requirements. The Electric 
Energy Efficiency Standard requirements and their impacts on sales are known and 
measurable. Further, applying the post-test year adjustment would result in better and 
more accurate a/ignment of revenues and expenses based on these known and 
measurable quantities. If the Commission is concerned whether a full 100% of the 
Electric Energy Efficiency Standard requirement would be met in each and every 
year, the post-test year adjustment could be applied at a level of 75% of the Electric 
Energy Efficiency Standard requirement. 

11 
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EXECUTIVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

DOCKET NO. E-01345A-11-0224 

The purpose of my testimony is to address the application for a general rate increase filed by 
APS. Specifically, I will be addressing the revenue requirement, rate base, net operating income, 
and selected other issues, including APS’ proposal for new depreciation rates. I also discuss a 
potential cost recovery mechanism for the Commission’s consideration to address Four Corners 
related cost changes. 

APS’ has requested a total base rate revenue increase of $95.493 million, which includes an 
increase of $54.610 million on original cost rate base and $40.883 million for additional revenue 
on the fair value increment. In an update filed by APS on October 26,201 1, APS has revised its 
base rate revenue increase request to $84.909 million, consisting of $42.646 million on original 
cost rate base and $42.263 million for the fair value increment. 

On original cost rate base, including post-test year plant additions through March 31, 2012 and 
the rate of return recommended by Staff witness David Parcell, I have calculated a revenue 
sufficiency for APS of approximately $48.932 million. Staff is presenting the Commission with 
two alternatives for the revenue requirement change on fair value rate base ( “ F W ” )  using the 
fair value rate of return (“FVROR”) recommended by Staff witness Parcell. Under alternative 1, 
APS has a revenue sufficiency of approximately $48.932 million. Under FVROR alternative 2, 
the base rate revenue sufficiency is approximately $7.449 million. These amounts compare 
directly to the amounts in APS’ filing on APS Schedule A-1 . Staff is recommending the use of 
alternative 2 in this case, which results in a jurisdictional base rate decrease of approximately 
$7.449 million. 

I recommend the following adjustments to the original cost and fair value rate base proposed by 
APS: 

Each of these adjustments is discussed in my testimony. 

Staffs adjusted rate base and how it compares with APS’ is summarized below: 



~ 

$OOO‘S I APS 
Summary of Rate Base 
Original Cost Rate Base $ 5,720,277 
RCND Rate Base $ 10,728,532 
Fair Value R a t e  Rase ?i 8.224.405 

Schedule B-1 

-. . . . . 

Staff Difference 
Schedule B 

$ 5,662,998 $ (57,279) 
$ 10,671,253 $ (57,279) 
?i 8.167.126 $ 157.279’1 

The adjusted fair value rate base has been used by Staff to compute the required base rate 
revenue requirement. 

I also recommend several adjustments to net operating income. A summary Staffs adjustments 
and a reconciliation of the revenue deficiency on original cost rate base is presented in the 
following table: 

My testimony addresses the Company’s proposed depreciation rates. The new depreciation rates 
proposed by APS are summarized in Company witness Dr. White’s testimony and are shown in 
detail in his exhibit, Attachment REW-2 entitled “201 1 Depreciation Rate Study” which was 
prepared by Dr. White’s firm, Foster Associates, Inc. The Company’s proposed rates were 
developed using a depreciation system composed of the straight-line method, vintage group 
procedure and remaining life technique. APS has developed its proposed depreciation rates for 
production facilities by unit and by type of plant in service at each unit, 

Based on December 31, 2010 plant investment, the new depreciation rates proposed by APS 
decrease depreciation expense by $41.301 million (from $305.37 million at present rates to 
$264.07 million at APS’ proposed rates).’ Of the 170 plant accounts studied, APS proposes 
depreciation rate reductions for 97 accounts and increases for 73 accounts. On a composite 

Approximately $24.630 million of this reduction relatks to the prospective cessation of depreciation on Four 
Comers Units 1-3, as shown on APS’ Attachment REW-2, Statement B, page 26. 



. .... . . . 

basis, the Company’s proposed new rates for APS plant produce a decrease of 0.37 percentage 
points, from the current composite rate of 2.77 percent to a composite at new rates of 2.40 
percent. 

With the exception of the meters account2, the depreciation rates proposed by APS are generally 
appropriate and have been determined using depreciation methods consistent with how 
depreciation rates have been determined for APS in prior cases. 

APS has appropriately incorporated the operating license extension into its development of new 
depreciation rates for the Palo Verde Nuclear Generating Station. 

APS has also incorporated proposed changes to depreciation rates for the Four Comers steam 
generating station related to the acquisition by APS of Southern California Edison’s (“SCE”) 
share in Four Corners Units 4 and 5 and to APS’ expectations for the operation of that plant and 
in view of environmental regulations. APS’ proposal to acquire SCE’s share of Four Comers 
Units 4 and 5 is currently pending before the Commission in Docket No. E-01345A-10-0474. 
APS’ incorporation of the depreciable life changes for the Four Comers plant also incorporates a 
related assumption that Units 1-3 will be retired in 2012, thus APS’ proposed annualized 
depreciation accrual for Four Comers Units 1-3 decreases from approximately $24.630 million at 
current depreciation rates to zero at APS’ proposed depreciation rates.3 

With respect to meters, APS’ proposal to reduce the average service lives from 26 years (upon 
which the currently authorized depreciation rates for meters are based) to 15 years should be 
rejected. In APS’ last rate case, the Company represented that: “The current projection life of 26 
years for electronic meters is recommended for AMI meters pending sufficient retirement 
experience to estimate service lives for AMI metering technology.’” That APS recommendation 
should continue to. apply in the current case. The currently authorized depreciation rates for 
meters using a 26 year anticipated life are also in line with depreciation rates for meters that have 
been authorized for other Arizona utilities. The existing authorized rates for meters should 
continue to be applied. The issue of service lives for meters should be re-examined in APS’ next 
rate case. 

APS records its meters investment in sub-account 370.01 for electronic meters and 370.03 for AMI meters. 
See, e.g., APS’ Exhibit REW-2, at page 28. 
See, e.g., Attachment REW-1 to APS witness Dr. White’s direct testimony in Docket No. E-01345A-08-0372, at 

page 4. 
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INTRODUCTION 

A. Background and Qualifjcations 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, position and business address. 

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC, 

15728 Farmington Road, Livonia, Michigan 481 54. 

Please describe Larkin & Associates. 

Larkin & Associates is a Certified Public Accounting and Regulatory Consulting firm. 

The firm performs independent regulatory consulting primarily for public. service/utility 

commission staffs and consumer interest groups (public counsels, pubIic advocates, ’ 

consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience 

in the utility regulatory field as expert witnesses in over 400 regulatory proceedings 

including numerous telephone, water and sewer, gas, and electric matters. 

Mr. Smith, please summarize your educational background. 

I received a Bachelor of Science degree in Business Administration (Accounting Major) 

with distinction from the University of Michigan - Dearbom, in April 1979. I passed all 

parts of the C.P.A. examination in my first sitting in 1979, received my CPA license in 

1981, and received a certified financial planning certificate in 1983. I also have a Master 

of Science in Taxation from Walsh College, 1981, and a law degree (J.D.) cum laude from 

Wayne State University, 1986. In addition, I have attended a variety of continuing 

education courses in conjunction with maintaining my accountancy license. I am a 

licensed Certified Public Accountant and attorney in the State of Michigan. I am also a 

Certified Financial PlannerTM professional and a Certified Rate of Return Analyst 

(“CRRA”). Since 1981, I have been a member of the Michigan Association of Certified 

Public Accountants. I am also a member of the Michigan Bar Association and the Society 
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of Utility and Regulatory Financial Analysts (“SURFA”). I have also been a member of 

the American Bar Association (“ABA”), and the ABA sections on Public Utility Law and 

Taxation. 

Q. 
A. 

Please summarize your professional experience. 

Subsequent to graduation from the University of Michigan, and after a short period of 

installing a computerized accounting system for a Southfield, Michigan realty 

management firm, I accepted a position as an auditor with the predecessor CPA firm to 

Larkin & Associates in July, 1979. Before becoming involved in utility regulation where 

the majority of my time for the past 31 years has been spent, I performed audit, 

accounting, and tax work for a wide variety of businesses that were clients of the fm. 

During my service in the regulatory section of our firm, I have been involved in rate cases 

and other regulatory matters concerning electric, gas, telephone, water, and sewer utility 

companies. My present work consists primarily of analyzing rate case and regulatory 

filings of public utility companies before various regulatory commissions, and, where 

appropriate, preparing testimony and schedules relating to the issues for presentation 

before these regulatory agencies. 

1 have performed work in the field of utility regulation on behalf of industry, state 

attorneys general, consumer groups, municipalities, and public service commission staffs 

concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, 

Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Indiana, IIlinois, 

Kansas, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New 

Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South 

Carolina, South Dakota, Texas, Utah, Vermont, Virginia, Washington, Washington D.C., 
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West Virginia and Canada as well as the Federal Energy Regulatory Commission and 

various state and federal courts of law. 

Q. 

A. 

Q. 

A. 

Have you prepared an attachment summarizing your educational background and 

regulatory experience? 

Yes. Attachment RCS-1 provides details concerning my experience and qualifications. 

Have you previously testified before the Arizona Corporation Commission (“ACC” 

or  “Corn m ission”)? 

Yes. I have previously testified before the Commission on a number of occasions. I 

testified before the Commission in Docket No. E-01345A-06-0009, involving an 

emergency rate increase request by Arizona Public Service Company (“APS” or 

“Company”), and APS’ Docket Nos. E-01345A-05-0816, E-01345A-05-0826, E-01345A- 

05-0827, and E-01345A-08-0172 concerning proceedings involving APS base rates and 

other matters. I testified before the Commission in the Arizona-American Water 

Company in Docket Nos. W-01303A-09-0343 and SW-01303A-09-0343. I also testified 

before the Cornmission in the last UNS Gas, Inc. rate case, Docket Nos. G-04204A-06- 

0463, G-04204A-06-0013 and G-04204A-05-0831, and in the last UNS Electric, Inc. rate 

case Docket No. E-04204A-06-0783, as well as the Southwest Gas Corporation rate cases, 

G-0 I55 1 A-07-0504 and G-0 155 1A-10-0458. 

B. Purpose of Testimony 

Q. 

A. 

On whose behalf are you appearing? 

I am appearing on behalf of the Commission’s Utilities Division (“Staff”). 
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Q* 
A. 

Q- 

A. 

What is the purpose of the testimony you are presenting? 

The purpose of my testimony is to address the application for a general rate increase filed 

by APS. Specifically, I will be addressing the revenue requirement, rate base, net 

operating income, and selected other issues, including APS’ proposal for new depreciation 

rates. I also discuss a potential cost recovery mechanism for the Commission’s 

consideration to address Four Comers related cost changes. 

Please briefly describe the information you reviewed in preparation for your 

testimony. 

The information I reviewed included APS’ application and testimony, APS’ responses to 

data requests of Staff and other parties, information provided to me by Staff, and other 

publicly available information. 

C. Content of Attachments to Testimony 

Q. 
A. 

Q. 
A. 

Have you attached any exhibits to be filed with your testimony? 

Yes, I have five attachments, Attachments RCS- 1 through RCS-5. 

What is shown in each of those attachments? 

Attachment RCS- 1 presents by educational background and qualifications. 

Attachment RCS-2 presents the results of my analysis including Staffs recommended 

revenue requirement, rate base and adjusted net operating income. 

Attachment RCS-3 presents copies of non-confidential responses to data requests and 

selected non-confidential documents that are referenced in my testimony. 
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Attachment RCS-4 presents copies of selected APS confidential responses to discovery 

and other confidential documents that are referenced in my testimony. 

Attachment RCS-5 presents excerpts of regulatory commission orders addressing 

ratepayerhhareholder sharing of Directors and Officers Liability Insurance Expense. 

D. General Background to APS’ Rate Request 

Q. 

A. 

Please briefly provide some background for the request that APS has made in the 

current proceeding. 

APS is an Arizona utility providing electricity to more than 1 million customers in 11 of 

Arizona’s 15 counties. With its headquarters in Phoenix, APS is the largest subsidiary of 

Pinnacle West Capital Corporation (“PWCC” or “PNW’). APS is the largest electric 

utility in Arizona. 

APS’ current base rates became effective January 1,2010 pursuant to Decision No. 71448 

dated December 30, 2009. That case, Docket No. E-01345A-08-0172 used a test year 

ending December 3 1,2007. 

On June 1,201 1, APS filed with the Commission an application for a base rate increase of 

$95.5 million, using a test year ending December 3 1 , 201 0. 

PNW is the stock symbol for Pinnacle West Capital and rating agency and investment reports sometimes therefore 
use “PNW.” In this testimony, both abbreviations, PWCC and PNW, are used interchangeably. 
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U S ’  Updated 
Base Rate 
Increase 

Rl3VENUE REQUIREMENT 

A. Summary of APS ’ Requested Increase 

Q. 

A. 

Please briefly summarize APS’ basis for its request for a rate increase. 

Using a test year ending December 3 1, 2010, with pro forma adjustments, in its original 

filing, APS was seeking a base rate increase of $95 million. On October 26, 201 1, APS 

filed certain updated information, which reduces the base rate increase APS is seeking to 

approximately $85 million. The Company’s originally filed and updated base rate revenue 

increase request is summarized in the table below: 

Component (Millions pf Dollars) 
Non-Fuel Costs 
AZ Sun Transfer 
Fuel Costs 
Base Rate Increase Request 

Request Request 
$ 194 $ 196 
$ 45 $ 42 
$ (144) $ (153 
$ 95 $ 85 

B. Summary of S t a f s  Recommendation 

Q. What revenue increase does Staff recommend? 

A. Compared with APS’ originally filed $95 million and revised $85 million base rate 

increases shown in the above table, Staff recommends a base rate revenue decrease of 

approximately $7.449 million on adjusted Fair Value rate base. 

Q. 

A. 

What base cost of fuel is incorporated in Staffs recommendation? 

APS’ base cost of fuel has been reset to 3.2071 cents per kWh, based on APS’ current 

forecast for 2012.6 Staff and APS are both recommending in the current APS rate case 

that the 90/10 sharing provision of APS’ existing Power Supply Adjustor (“PSAI’) be 

Staffs adjustment for the base cost of fuel and purchased power is presented on Attachment RCS-2, Schedule C-9. 
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eliminated? This will help assure that the reductions in fuel and purchased power costs 

that APS may experience prospectively will be fully passed through to customers. APS 

estimates additional annual incremental he1 and purchased power cost savings of as much 

as $31.4 million if its proposed acquisition of Southern California Edison’s (“SCE’) share 

of Four Corners Units 4 and 5 is approved.’ 

Q. 
A. 

What calculations have you presented in support of that recommendation? 

On Attachment RCS-2, Schedule A, page 1, I present a calculation of the revenue 

sufficiency for APS on original cost rate base (‘cOCRB’’). As shown on Schedule A, page 

1, column C, on OCRB my calculations show a jurisdictional base rate revenue 

sufficiency of $48.932 million. Column D presents a calculation on fair value rate base 

(“FVRB”) similar to the one presented in APS’ filing. Staffs recommended decrease of 

approximately $7.449 million represents a decrease from current base rate revenue from 

sales to ultimate customers of approximately 0.26 percent. 

Staff is also presenting the Commission with two options for the Fair Value rate of return 

(“FVROR7) for APS. On Schedule A, page 2, I present S t a r s  alternative calculations 

using adjusted FVREI. These calculations show FVRORs ranging from 5.74 percent to 

6.05 percent. On adjusted FVRB under Staffs option 1, which uses a fair value rate of 

return of 5.74 percent, the base rate decrease is $48.932 million. Under option 2 the fair 

value rate of return for APS is 6.05 percent, and the jurisdictional base rate decrease is 

approximately $7.449 million. 

’ Staffwitness Michael McGany is addressing PSA issues in the current APS rate case for Staff. 
* See, e.g., Attachment RCS-2, Schedule C-9, column F, line 10. This additional fuel cost savings is not reflected in 
Staffs presentation at this time because the Commission has not yet issued a decision on whether or not to approve 
APS’ proposed acquisition of SCE’s share in Four Corners Units 4 and 5 .  That proposed acquisition is pending 
before the Commission in Docket No. E-01345A-10-0474. 
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Attachment RCS-2, Schedule D, shows the development of Staffs recommended fair 

value rate of return to be applied to FVRB. The testimony of Staff witness David Parcell 

also addresses the determination of the fair value rate of return. 

C. Test Year 

Q- 
A. 

Q. 
A. 

What test year is being used in this case? 

APS’ filing is based on the historic test year ended December 31, 2010. 

calculations use the same historic test year. 

Staffs 

Could you please discuss the test year concept? 

Yes. In Arizona, a historic test year approach is used. In general, the test year concept is 

typically applied in the following manner. Various adjustments are made to the historic 

test year amounts to ensure that there is a matching of investment, revenues and expenses. 

Rate base items, such as plant in service and accumulated depreciation, are based on the 

actual level as of the end of the historic test year. Several rate base items that tend to 

fluctuate from month to month, such as materials and supplies and prepayments, are based 

on a test year average level. Since end of test year net plant in service is used, revenues 

are annualized based on end of test year customer levels. Additionally, certain expenses, 

such as depreciation and payroll costs, are commonly annualized based on end of test year 

 level^.^ This is to ensure that the going-forward revenue and expense levels are matched 

with the investment (net plant-in-service) used to serve those customers. 

As time goes forward, changes in the Company’s cost structure will occur. For example, 

rate base will increase as new plant is added to serve new customers, revenue will increase 

as customers are added, expenses will fluctuate, etc. It is very important to be consistent 

In the current APS base rate case, A P S  has extended the payroll annualization and the depreciation expense 
annualization to levels based on information beyond the end of the 2010 test year. 
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with a test period approach to ensure that there is a consistent matching between 

investment, revenues and costs. Any adjustments that reach beyond the end of the historic 

test year must be very carefully considered before being adopted. 

Q. 

A. 

In the current APS rate case, do the Company’s and Staffs filings reflect a 

significant modification to the 2010 test year information used to develop APS” 

jurisdicfionai rate base? 

Yes. Both APS’ and Staffs filing in the current APS rate case include adjustments to rate 

base and operating expenses for post-test year plant. APS’ proposed adjustment is for 

estimated post-test year plant that APS projects will be in service by June 30,2012, which 

is 18 months beyond December 31, 2010, the end of the test year. Staffs presentation 

reflects post test year plant that has either already been placed into service or which will 

have been placed into service and which can at a later point in the proceeding be verified 

as having been placed into service through March 31, 2012. APS has indicated in 

response to Staff discovery that it will have March 31, 2012 information available 

approximately 30 days after that date. The use of information through March 31, 2012 

should therefore result in verifiable amounts being available for review in time for an open 

meeting at the Commission to consider APS’ base rate increase request. 

APS’ presentation reflects changes in the balances from accumulated depreciation and 

certain changes to Accumulated Deferred Income Taxes (”ADIT“) that are projected to 

occur through June 30, 2012. Staffs presentation includes changes in accumulated 

depreciation at current depreciation rates occurring through March 3 1, 2012. Staff also 

proposes to include changes in ADIT through that same date, pending satisfactory 

resolution of a potential tax normalization issue raised by APS.” 
~ 

l o  See, e.g., APS’ response to STF 15.13, and the discussion of ADIT in conjunction with Staff rate base adjustment 
B-6, herein. 
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Q. 

A. 

D. 

How does Staff propose to adjust fo r  post test year plant, accumulated depreciation 

and ADIT at March 31,2012? 

Staff currently has placeholder adjustments for those items based on known information 

through August 201 1, which was provided in APS’ response to STF 6.55, and updated 

projections by APS for changes through March 31, 2012 that were provided by APS in 

response to other Staff discovery. As stated by APS in response to STF 27.2 concerning 

plant, STF 27.8 concerning accumulated depreciation and STF 27.9 concerning ADIT, 

APS anticipates having actual December 3 1, 201 1 amounts available 30 days after the 

close of the year, and APS anticipates having March 31, 2012 amounts available 30 days 

after the close of that quarterly period. Staff currently intends to update its current 

placeholder adjustments for post test year plant, accumulated depreciation and ADIT to 

use those actual known amounts once they are provided by APS and can be reviewed by 

Staff. The incorporation of such actual information for March 31, 2012 post test year 

plant, accumulated depreciation and ADIT may require a compliance filing by A P S  to be 

made before a final decision is issued, and for an opportunity for Staff and other parties to 

review and comment upon such information, so that post test year amounts for plant, 

accumulated depreciation and ADIT can be incorporated into the APS base rate revenue 

requirement in time for a final decision on or about July 1 , 20 12. 

Organization of Staff Accounting Schedules 

Q. 

A. 

How are Staffs accounting schedules organized? 

Staffs accounting schedules are presented in Attachment RCS-2. They are organized into 

summary schedules and adjustment schedules. The summary schedules consist of 

Schedules A, A-1, B, B.l, C, C.l and D. Attachment RCS-2 also contains rate base 

adjustment Schedules B- I through B-7 and net operating income adjustment Schedules C- 
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Q. 
A. 

1 through C-16. The revenue requirement for APS was based upon the ACC jurisdictional 

adjusted results. 

What is shown on Schedule A of Attachment RCS-2? 

Attachment RCS-2 presents the Staff Accounting Schedules and revenue requirement 

determination. Schedule A presents the overall financial summary, giving effect to all the 

adjustments I am recommending in my testimony. This schedule presents the change in 

the Company’s gross revenue requirement needed for the Company to have the 

opportunity to earn Staffs recommended fair value rate of return on Staffs proposed 

FVRB. The rate base and operating income amounts are taken from Schedules B and C, 

respectively. The weighted average cost of capital of 8.28 percent, as presented in the 

prefiled testimony of Staff witness Parcell, is provided on Schedule D for convenience, as 

are the derivation of Staffs two options for the fair value rate of return. Schedule D 

presents the weighted average cost of capital and fair value rate of return recommended in 

the prefiled testimony of Mr. Parcell. 

The operating income excess or deficiency shown on line 5 of Schedule A is obtained by 

subtracting the operating income available on line 4 (operating income as adjusted) from 

the required operating income on line 3. Line 7 represents the gross revenue requirement, 

which is obtained by multiplying the income deficiency by the gross revenue conversion 

factor (“GRCF”). The derivation of the GRCF is shown on Schedule A-1. Line 8 shows 

APS’ requested additional base rate increase on the FVRB increment. Line 9 shows a 

comparison of the total base rate revenue deficiency or excess from APS’ original filing 

using Staffs recommended adjustments. 



1 

L 

- 
4 

< “ 

6 

7 

E 

5 

1c 

11 

1 2  

13 

14 

1: 

1 C  

1; 

11 

l! 

2( 

2: 

2: 

2: 

21 

2: 

2( 

Direct Testimony of Ralph C. Smith 
Docket No. E-01345A-11-0224 
Page 12 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 

A. 

What is shown on Schedule A, page 1, lines 10 and ll? 

Lines 10 and 11 of Schedule A show the amount of base rate revenues from sales to 

ultimate customers and the approximate percentage change in base rate revenue, based on 

APS’ originally filed request and Staff‘s recommended adjustments. 

What is shown on Schedule A, page 2? 

Schedule A, page 2, presents a reconciliation of the base rate revenue requirement change 

recommended by Staff with the corresponding amounts from APS’ original filing. The 

approximate revenue requirement impact of each Staff adjustment is shown. 

What is shown on Schedule A-l? 

Schedule A-1 shows the development of the gross revenue conversion factor. 

How does the GRCF recommended by Staff compare with the GRCF contained in 

APS’ filing? 

As shown on Schedule A-1, Staff recommends a GRCF of 1.6566, which compares with 

the GRCF of 1.6532 used in APS’ filing. APS did not include a component for 

uncollectible revenue in its GRCF calculation. Staff updated the GRCF to include an 

uncollectible revenue component. Due to the variances that occur with uncollectibles 

based on the level of revenue, Staff believes it can be appropriate to include the 

uncollectible revenue component in the GRCF calculation. In the current rate case, APS 

has not proposed a pro forma adjustment for uncollectibles expense. APS’ response to 

STF 25.1 I notes that the uncollectible rate of 0.21 percent was applied to revenue in 2008, 

2009 and 2010. As shown on Schedule A-I, Staff has used the uncollectibles rate of 0.21 

percent in deriving the GRCF. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What is shown on Schedule B? 

Schedule B presents APS’ proposed adjusted test year Original Cost and Fair Value rate 

bases and Staffs proposed adjusted test year Original Cost and Fair Value rate bases. The 

beginning rate base amounts presented on Schedule B are taken from the Company’s 

amended filing for the test year, specifically APS Schedule B-1. Staffs recommended 

adjustments to rate base are summarized on Attachment RCS-2, Schedule B.l. 

Attachment RCS-2 includes a separate Schedule B.l for adjustments to Original Cost rate 

base and for adjustments to Reconstruction Cost New Depreciated (“RCND’) rate base. 

Each of these adjustments is discussed in this testimony. 

Schedules B-1 through B-7 provide further support and calculations for the rate base 

adjustments Staff is recommending. 

What is shown on Schedule C? 

The starting point on Schedule C is APS’ adjusted test year net operating income, as 

provided on Company Schedule C-1 . Staffs recommended adjustments to APS’ adjusted 

test year revenues and expenses are summarized on Attachment RCS-2, Schedule C.1. 

Each of these adjustments is discussed in my testimony. 

Schedules C-1 through C-16 provide further support and calculations for the net operating 

income adjustments Staff is recommending. 

What is shown on Schedule D? 

Schedule D summarizes the capital structure and cost of capital that was proposed by APS 

and the capital structure and cost of capital that is recommended by Staff witness Parcell. 
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Schedule D also presents the derivation of Staffs recommended Fair Value rate of return 

for use with the Staffs adjusted Fair Value rate base. 

E. S t a f s  Fair Value Rate of Return Presentation 

Q. 

A. 

What information on the FVROR is Staff presenting to the Commission in this 

proceeding? 

Staff is presenting the Commission with two alternatives for the FVROR to be applied to 

APS’ adjusted Fair Value rate base. As shown in Schedule D, Staff alternative 1 applies a 

zero cost rate to the FV increment and produces a Fair Value rate of return of 5.74 percent. 

Under alternative 2, a return of 1.0 percent is appIied to the FV increment and produces a 

Fair Value rate of return of 6.05 percent. The 1.0 percent is developed by Staff witness 

David Parcell and represents a point within a range from zero to a “real” risk-free rate of 

return i.e. a risk-free rate of return less inflation. The testimony of Staff Witness David 

Parcell addresses these alternative methods of deriving a FVROR. 

F. Fair Value Rate of Return on Fair Value Rate Base 

Q. 

A. 

How was the Fair Value rate base determined? 

As shown on Attachment RCS-2, Schedule B, the Fair Value rate base was determined by 

averaging Original Cost and RCND rate base information. For purposes of this 

presentation, Staff has used the Company’s RCND information as the starting point for the 

fair value rate base. 
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Q. How did APS determine the Fair Value rate of return to apply to Fair Value rate 

base in its filing? 

As shown on Attachment RCS-2, Schedule A, in column B (which reproduces the revenue 

deficiency calculation from APS’ Schedule A-1), the Company calculated a revenue 

deficiency of $54.610 million on its proposed Original Cost and FVRB base, and adds 

$40.883 million for an additional revenue requirement on the FVRB increment., based on a 

1.0 percent return on the FVRB increment, to derive its total requested base rate revenue 

increase of $95.493 million. 

A. 

RATE BASE 

Q. Have you prepared a schedule that summarizes Staffs proposed adjustments to rate 

base? 

Yes. As noted above, the adjusted rate base is shown on Attachment RCS-2, Schedule B A. 

and the adjustments to APS’ proposed rate base are shown on Schedule B.l. Attachment 

RCS-2 contains a separate Schedule B.l for adjustments to original cost rate base and to 

RCND rate base. A comparison of the Company’s proposed rate base and Staffs 

recommended rate base on an Original Cost and Fair Value basis are presented below: 

IZOOO’S I APS I Staff I Difference I 
F k a r y  of Rate Base 1 Schedule B-1 I Schedule B 1 
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Post-Test Year Plant 

Q. 

A. 

Q- 

A. 

Q- 

A. 

How is inclusion of post-test year plant in rate base an issue in the current APS rate 

case? 

As described below in more detail, APS has proposed to include several hundred million 

dollars in rate base for post-test year plant. Some of this amount relates to amounts that 

were included in construction work in progress (“CWIP”) as of December 3 1, 201 0, the 

end of the test year, which APS has since placed into service, or projects that would be 

placed into service, at various points in time before new base rates resulting from this. 

proceeding are anticipated to become effective. 

Is the inclusion of post-test-year plant in rate base an exceptional ratemaking 

treatment and up to the discretion of the Commission? 

Yes, it is. Staffs understanding is, in specific instances, the Commission has allowed a 

utility to include CWIP, or alternatively post-test year plant additions, in rate base, but the 

Commission’s general practice has been to not allow CWIP to be included in rate base. 

That said, the inclusion of CWIP in rate base is an exceptional ratemaking treatment. 

Please elaborate on how including CWIP or post-test-year plant in rate base is an 

exceptional ratemaking treatment. 

CWIP, as the title designates, is not plant that is completed and providing service to 

ratepayers during the test year. During the test year, it is not used or useful in providing 

electric service to a utility’s customers. The ratemaking process is predicated on an 

examination of the operations of a utility to insure that the assets upon which ratepayers 

are required to provide the utility with a rate of return are prudently incurred and are both 

used and useful in providing services on a current basis. Facilities in the process of being 

built are not used or useful. The ratemaking process therefore excludes CWIP from rate 
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Q. 
A. 

Q- 
A. 

base until such projects are completed and providing service to ratepayers in the context of 

a test year that is being used for determining the utility's revenue requirement. In the 

current APS rate case, the test year is the twelve months ending December 31, 2010, and 

the construction projects the Company seeks to include in rate base were not providing 

service during that period. The Company claims that the construction projects it is 

requesting for inclusion in rate base will be in service by the time rates in this proceeding 

take effect. In APS' last base rate case, Docket No. E-01345A-08-0172, the Commission 

approved a Settlement Agreement, which allowed post test year plant beyond the historic 

test year. The Settlement Agreement (at 7 3.4) cited the Signatories' desire to enhance 

APS' ability to retain and improve i ts  current investment grade rating, thereby allowing 

APS to attract capital at reasonable rates and to also optimize its operational flexibility. 

For purposes of this case, for the reasons just cited from the Settlement Agreement, Staff 

is proposing to include in rate base post-test-year plant that can be verified as being in 

service on or before March 31, 2012. Based on that determination, I have reflected a rate 

base adjustment for post-test-year plant that has been or will be placed into service by 

March 31, 2012, one full year and three months after the test year, as post-test year plant 

in rate base. 

What post-test year plant additions is APS requesting? 

In its filing, APS has requested post-test year plant additions for plant it anticipates will be 

placed into service by June 30,2012. 

What is Staff's position on the inclusion of post-test-year plant in rate base for APS? 

As described above, Staff proposes to include plant that is placed into service by March 

3 1,20 12 as post-test-year plant. 
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Q. 

A. 

Q- 

A. 

Q. 

A. 

Have you made any adjustments to APS’ proposed rate base amounts for any of 

these items? 

Yes. I have made adjustments to APS’ proposed amounts for post-test year Plant in 

Service in Staff rate base Adjustments B-1 through B-4. I have also adjusted 

Accumulated Depreciation for changes occurring through March 31 , 2012 in Staff rate 

base adjustment B-5, and have adjusted ADIT for some of the ADIT changes occurring 

through March 3 1 ,  2012 in Staff rate base adjustment B-6. Each of these adjustments is 

currently based on APS’ estimates, and should therefore be viewed as a placeholder. As 

described above, ultimately, Staff proposes to use actual March 31, 2012 balances for post 

test year plant additions, accumulated depreciation and ADIT. 

What policy guidance are  you following concerning the amount of post-test year 

plant additions that Staff proposes be included in rate base? 

Staff has determined in the current APS base rate case that post-test-year plant additions 

that can be verified as having been placed into service by March 31, 2012 should be 

included in rate base as post-test-year plant. 

What rate base adjustments have you made to APS’ proposed miscellaneous post-test 

year plant additions based on that guidance? 

Staff Adjustments B-1 through B-4 reflect the impact of this recommendation for post test 

year plant. The amounts of post-test-year plant that APS has requested that are not in 

service or projected to be in service by March 31, 2012 have not been included in rate 

base as plant in service by Staff. 

I have also made related adjustments for Depreciation and Property Tax Expense as it 

relates to those adjustments to post-test year plant. 
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B-I. Post-Test Year Plant Additions - Solar 

Q- 

A. 

Please explain Staffs  adjustment to  APS’ post-test year plant additions for Solar 

Plant. 

The Company made a pro forma adjustment to increase its rate base by including solar 

plant additions totaling approximately $277.41 1 million on a total Company basis and 

$267.979 million on an ACC jurisdictional basis that APS originally expected would be 

placed into service by June 30, 2012. At the end of the test year, these projects had not 

been completed and were not recorded as Plant in Service. APS contends that these 

construction projects will close to Plant in Service by June 30, 2012, i.e. or by the time 

APS expects the new rates in this proceeding to take effect. APS claims that this justifies 

their inclusion in rate base in this proceeding. As shown on Attachment RCS-2, Schedule 

B-1, based on actual information through August 2011 that was provided in APS’ 

response to STF 6.55 and updated projections from APS for solar plant additions through 

March 31,2012 that A P S  provided in response to STF 27.4(a), Staff has reflected post test 

year solar plant additions through March 31, 2012 of $240.759 million on a total 

Company basis and $232.573 million on an ACC jurisdictional basis. This results in an 

adjustment to reduce APS’ originally filed projection of post tcst year solar plant additions 

by $35.406 million, as shown on Schedule B-1, column F. 

B-2. Post-Test Year Plant Additions - Fossil 
Q. Please explain Staffs  adjustment to APS’ post-test year plant additions for Fossil 

Plant. 

The Company made a pro forma adjustment to increase its rate base by including fossil 

plant additions totaling approximately $156.269 million on a total Company basis and 

$150.956 million on an ACC jurisdictional basis that APS originally expected would be 

placed into service by June 30, 2012. At the end of the test year, these projects had not 

A. 
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been completed and were not recorded as Plant in Service. APS contends that these 

construction projects will close to Plant in Service by June 30, 2012, i.e. or by the time 

A P S  expects the new rates in this proceeding to take effect. APS claims that this justifies 

their inclusion in rate base in this proceeding. As shown on Am'chment RCS-2, Schedule 

B-2, based on actual information through August 2011 that was provided in APS' 

response to STF 6.55 and updated projections from APS for fossil plant additions through 

March 3 1,2012 that APS provided in response to STF 27.4(c), Staff has reflected post test 

year fossil plant additions through March 31, 2012 of $131.985 million on a total 

Company basis and $127.498 million on an ACC jurisdictional basis. This results in an 

adjustment to reduce APS' originally filed projection of post test year fossil plant 

additions by $23.458 million, as shown on Schedule B-2, column F. 

B-3. Post-Test Year Plant Additions - Nuclear 

Q. 

A. 

Please explain Staffs adjustment to APS' post-test year plant additions for Nuclear 

Plant. 

The Company made a pro forma adjustment to increase its rate base by including nuclear 

plant additions totaling approximately $120.103 million on a total Company basis and 

$1 16.019 million on an ACC jurisdictional basis that AI'S originally expected would be 

placed into service by June 30, 2012. At the end of the test year, these projects had not 

been completed and were not recorded as Plant in Service. APS contends that these 

construction projects will close to Plant in Service by June 30, 2012, i.e. or by the time 

APS expects the new rates in this proceeding to take effect. APS claims that this justifies 

their inclusion in rate base in this proceeding. As shown on Attachment RCS-2, Schedule 

B-3, based on actual information through August 2011 that was provided in APS' 

response to STF 6.55 and updated projections from APS for nuclear plant additions 

through March 31,2012 that APS provided in response to STF 27.4(b), Staff has reflected 
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post test year nuclear plant additions through March 31, 2012 of $101.950 million on a 

total Company basis and $98.483 million on an ACC jurisdictional basis. This results in 

an adjustment to reduce APS’ originally filed projection of post test year nuclear plant 

additions by $17,536 million, as shown on Schedule B-3, column F. 

B-4. Post-Test Year Plant Additions - Distribution, General and Intangible 

Q. 

A. 

Please explain Staffs  adjustment to APS’ post-test year plant additions for 

Distribution, General and Intangible Plant. 

The Company made a pro forma adjustment to increase its rate base by including 

distribution, general and intangible plant additions totaling approximately $432.984 

million on a total Company basis and $423.910 million on an ACC jurisdictional basis that 

APS originally expected would be placed into service by June 30,2012. At the end of the 

test year, these projects had not been completed and were not recorded as Plant in Service. 

APS contends that these construction projects will close to Plant in Service by June 30, 

2012, i.e. or by the time APS expects the new rates in this proceeding to take effect. APS 

claims that this justifies their inclusion in rate base in this proceeding. As shown on 

Attachment RCS-2, Schedule B-4, based on actual information through August 201 I that 

was provided in APS’ response to STF 6.55 and updated projections from A P S  for 

distribution plant additions through March 3 1,20 12 that APS provided in response to STF 

27.4(d) and (e), Staff has reflected post test year distribution, general and intangible plant 

additions through March 31, 2012 o f  $378.649 million on a total Company basis and 

$370.714 million on an ACC. jurisdictional basis. This results in an adjustment to reduce 

APS’ originally filed projection of post test year distribution, general and intangible plant 

additions by $53.1 96 million, as shown on Schedule B-4, column F. 
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Q. Are Staff rate base Adjustments B-1 through B-4 related to corresponding income 

statement adjustments? 

Yes. A. Staff rate base adjustments B-1 through B-4 for post test year plant additions 

through March 3 1 , 2012 are related to Staff‘s operating income statement adjustments C-4 

through C-7, which reduces APS’ proposed pro forma adjustment to Depreciation and 

Property Tax Expense as it relates to the post-test year plant additions removed from APS’ 

proposed rate base as shown on Schedules B-1 through B-4. 

End of Test Year Construction Work in Progress In-Service by March 31,2012 

Q. 

A. 

Q. 
A. 

In APS’ last base rate case, Docket No. E-01345A-08-0172, how was the post test year 

plant adjustment determined? 

In APS’ last rate case, the post test year plant adjustment was determined by reviewing the 

December 31, 2007 end of test year balance of CWIP and allowing post test year plant 

additions for the components of that balance that were being placed into service by a June 

30, 2009 date that was eighteen months after the end of the test year. Specifically, in 

Docket No. E-01345A-08-0172, the portion of APS’ December 31, 2007 CWIP projects 

that were projected to be placed into service by December 31,2008 were included by Staff 

in rate base as post-test-year plant. Ultimately, the Settlement Agreement in that docket 

provided for a return on and of such post-test year through June 30,2009, eighteen months 

beyond the test year ending December 3 1 , 2007.” 

What is AI’S” CWII’ balance at  December 31,2010? 

According to APS’ responses to STF 22.7 and 27.13, APS’ December 31, 2010 CWIP 

balance, exclusive of nuclear fuel, was $369.413 million. 

” This was noted in the Settlement Agreement at paragraph 3.4. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Have some of the projects that were in CWIP at December 31, 2010 since been 

placed into service? 

Yes. Many of the proposed post-test year plant additions that were in CWIP as of 

December 31, 2010 have been placed into service and closed to Plant in Service. For 

example, APS’ responses to STF 22.7 and 27.13 identified the amount of December 31, 

201 0 CWIP that was placed into service by August 3 1,20 1 1 as $16 1.19 1 million. 

Does APS anticipate that some additional amounts of December 31,2010 CWIP will 

be placed into service from September 1,2011 through March 31,2012? 

Yes. APS’ response to STF 27.13 shows that APS expects that $90.597 million of the 

December 31,2010 CWIP will be placed into service between September 1 and December 

31,2011 and an additional $28.170 million will be placed into service by March 31,2012. 

Does APS anticipate that some amounts of its December 31,2010 CWIP balance will 

- not be placed into service by March 31,2012? 

Yes. APS’ response to STF 27.13 shows that APS expects that $89.455 million of the 

December 31,2010 CWIP will not be placed into service by March 31,2012. 

Is Staff making a specific adjustment for the portions of the December 31, 2010 

CWIP balance that are anticipated to be placed into service by March 31,2012 in the 

current APS rate case? 

No, not at this time. As explained above, in the current APS rate case, Staff has followed 

a similar approach to addressing post test year plant additions that APS proposed in its 

filing, which involves reflecting post test year plant additions for plant that is placed into 

service by a certain date. For the date for post test year plant in the current APS rate case, 

APS proposes using June 30,2012 and Staff has used March 31,2012. The plant reflected 
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dramatically. ADIT represents the cumulative consequences of the differences between 

tax and book accounting. 

Q. 
A. 

Q- 
A. 

What is the main source of ADIT for utilities? 

The main source of ADIT for utilities is depreciation. Financial reporting reflects the 

economic decline of an asset over its useful life. By contrast, the tax law reflects a 

conscious policy by Congress to promote the acquisition of certain types of assets. 

Congress implemented this policy by enacting accelerated depreciation, which allows the 

claiming of tax depreciation deductions using a pattern that is a good deal more rapid than 

the economic consumption of the asset. The accelerated deductions lower income taxes 

due and thereby produce a cash benefit to the company making the investment. 

Depreciation, both book and tax, is generally limited to the cost of an asset.I3 Accelerated 

tax depreciation essentially allows tax deductions that would have been claimed at a later 

point in time to an earlier point in time. It generally does not alter the total quantity of 

deductions. The primary purpose is to encourage investment by providing an income tax 

savings to the taxpayer. 

What is the nature of accelerated tax depreciation? 

By accelerating deductions, Congress extended an interest-free loan from the Federal 

government to taxpayers who acquire business assets. This capital investment subsidy 

could have taken the form of a straight governmental loan program. Instead, Congress 

chose to use the tax system to extend and receive repayment of the loan. This is where 

ADIT comes in. ADIT represents the obligation on the part of the Company to repay the 

loan that was extended by the government. Conceptually, ADIT is funded by ratepayers 

l 3  The capitatized cost of an asset can be different for financial reporting and income tax purposes, due to different 
capitalization accounting methods. 
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through the payment of a utility’s Deferred Income Tax Expense, which is included as an 

operating expense in establishing a utility’s revenue requirement and base rates. 

Q. 
A. 

Q. 

A. 

Is ADIT unique to utilities? 

No. Under GAAP, all companies reflect ADIT. This is because governmental loans are 

made to all types of enterprises and, in each case, the economics are the same. In the case 

of utilities, however, the ADIT is funded by ratepayers via the inclusion of Deferred 

Income Tax Expense in the setting of a utility’s rates based on cost of service principles. 

What are the typical accounting entries for ADIT relating to accelerated tax 

depreciation? 

For accelerated tax depreciation, the tax deduction typically exceeds the book depreciation 

expense, especially in the early years after the asset is placed into service. For illustrative 

purposes, if tax depreciation in a particular year exceeded book depreciation by $100 

million, and the tax rate was 40%, a utility would make the following accounting entries to 

record the impact on ADIT: 

Dr. Deferred Income Tax Expense 

Cr. Accumulated Deferred Income Taxes 

$40 million 

$40 million 

In this example, the Deferred Income Tax expense and ADIT are each increased by $40 

million. The above simplified 

illustration is not intended to explain the complexities, but rather to merely provide some 

basic content from an accounting perspective to help conceptualize the rate making 

treatment. 

Accounting for ADIT can be a complicated area. 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

How is ADIT treated in ratemaking? 

Because ADIT represents a no-cost element of the financing of the asset being 

depreciated, ADIT associated with the assets included in rate base is reflected in Arizona 

ratemaking as a reduction in rate base (the predominant practice). (In some regulatory 

jurisdictions, the ADIT is reflected as a zero cost component of the capital structure.) In 

either case, ADIT associated with assets included in rate base reduces the return 

component of the cost of service. 

Ideally, should the ADIT amount be updated through the same date as post test year 

plant and accumulated depreciation, in the determination of rate base? 

Yes. Because rate base is being adjusted to reflect post-test-year plant additions placed 

into service by March 31, 2012, ideally the related impacts on ADIT through that same 

date should also be reflected. This would reflect that the post test year plant has in part 

effectively been financed by a combination of growth in the accumulated depreciation 

balance and by cost free capital in the form of ADIT. 

How have additional tax deductions become available to AF'S as the result of changes 

in the federal income tax laws? 

On December 17, 201 0, President Obama signed legislation known as the Tax Relief, 

Unemployment Insurance Reauthorization and Job Creation Act of 201 0. That Act 

provides for 100 percent depreciation bonus for qualifying capital investments placed in 

service after September 8, 2010 through December 31, 2011. For equipment placed in 

service after December 31,201 1 and through December 31,2012, the bill provides for 50 

percent bonus tax depreciation. The Small Business Jobs Act of 201 0, which contained 50 

percent depreciation bonus, still applies to purchases made between January 1, 201 0 and 

September 7,201 0. In summary: 
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Bonus tax depreciation helps businesses that buy new equipment cut their tax bill. 

The bonus tax depreciation applies, among other things, to purchases of tangible 

personal property (including construction, mining, forestry, and agricultural 

equipment) with a MACRS recovery period of 20 years or less. 

To qualify, the equipment must have been purchased and placed in service. 

The bonus tax depreciation applies to new equipment only. 

This bonus tax depreciation is allowed for both regular and alternative minimum 

tax purposes. 

The bonus tax depreciation is discretionary; the taxpayer need not claim the 

depreciation bonus. 

The Depreciation Bonus will expire at the end of 2012. 

For 201 1 , the tax depreciation bonus is 100 percent for qualifying property. 

Q. 
A. 

What are the imptications for a regulated utiIity, such as APS? 

For a regulated public utility, such as APS, that normalizes its federal income tax expense 

related to tax depreciation, the bonus federal income tax depreciation should reduce 

current federal income tax expense. There are also related impacts on deferred income tax 

expense and ADIT. Deferred federal income tax expense and ADIT, which is a rate base 

offset, are each increased by similar amounts. In general, the increase to deferred federal 

income tax expense and the increase to ADIT are the result of the same journal entries. In 

situations where the utility has adequate positive taxable income to fully utilize the 

deductions, for income statement purposes, the impacts on current and deferred income 

tax expense will generally offset each other, and there should be no net effect. For rate 

base, however, the substantially increased ADIT, which is non-investor supplied cost-free 

capital, provides a significant reduction. 
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Q. 

A. 

Q. 
A. 

Has the task of updating the ADIT balance to March 31, 2012 been complicated in 

the current APS rate case by other factors? 

Yes. As described in APS’ responses to STF 15.13, AECC 1.1 1, STF 19.14 and 19.15, 

APS anticipates realizing substantial amounts of 20 1 1 and 20 12 bonus tax depreciation. 

APS’ response to STF 15.13(c), for example, indicates that, based on the updated 

calculations for post test year plant provided in APS’ supplemental response to STF 6.55, 

the estimated ADIT impacts from 201 1 and 2012 bonus tax depreciation are anticipated by 

APS to be in a range of $79 million to $128 million, as shown at APS14831. APS has 

cautioned, however, that without guidance from the IRS that explicitly allows inclusion of 

ADIT balances in rate base, APS believes that using such a methodology would not be 

appropriate and could result in extremely unfavorable tax consequences for the Company 

and its  customer^.'^ APS’ response to  STF 19.14(a) addresses and explains the concerns 

in additional detail. 

Additionally, APS’ response to STF 19.15(c) indicates that, [BEGIN CONFIDENTIAL] 

1- [END CONFIDENTIAL]. 

How does a federal income tax net operating loss (“NOL”) occur? 

A NOL is created in any year in which the aggregate income reported on a taxpayer’s tax 

return is exceeded by the aggregate deductions claimed on that return. An NOL results 

when a taxpayer’s deductions exceed the taxable income in a tax year. 

See, e.g., APS’  response to STF 15.13(c), (d), and (e), etc. 14 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

How can an NOL provide for future tax savings? 

A federal income tax NOL can be carried forward for 20 years and can be applied against 

future taxable income to reduce tax expense. 

In general, is it possible to relate specific deductions to a Company’s NOL? 

No. In order to relate specific deductions to the Company’s NOLs, there would have to be 

deduction ordering rules. As a general matter, the tax law contains no ordering rules for 

deductions. Thus, for most purposes, it does not relate an NOL to any specific deductions. 

Consequently, as a general matter, it is not possible to relate any specific deductions to the 

NOL that APS anticipates for 201 1. 

Did APS pay federal income tax for the 2010 test year? 

APS’ response to STF 19.15, concerning whether APS paid any federal income tax for 

201 0, states that [BEGIN CONFIDENTLQL] ’- 
’- [END CONFIDENTIAL] 

You mentioned that in a number of responses to discovery, such as STF 15.13 and 

others, APS has cautioned about updating the ADIT balance to March 31, 2011 

without guidance from the IRS that explicitly allows inclusion of those ADIT impacts 

in rate base. Has APS applied for any such guidance from the IRS on how the actual 

March 31,2011 ADIT balance could be reflected in the determination of rate base to 

match the use of March 31,2011 balances for plant and accumulated depreciation? 

No. APS’ response to STF 19.14(b) states that: 

A draft of the guidance (a Private Letter Ruling) that APS would need to 
seek from the IRS has not yet been prepared, and could take several months 
to draft. Additionally, outside tax counsel would be needed to properly 
draft and file such a request for guidance. APS believes that the associated 
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expenditures should not be made until it becomes readily apparent that no 
other options are available. 

Q. 
A. 

Q- 
A. 

What other options has APS suggested? 

In response to STF 19.14(c), with regard to the reflection of ADIT associated with post 

test year plant, APS proposes one of two options”: (1) make the adjustment for post test 

year plant in a manner similar to the 2009 rate case settlement and do not reduce the post 

test year plant additions for post test year ADITI6, or (2) permit APS to use a complete 

future test year period ending June 30, 2012 for all rate case items. 

Are those APS suggestions under consideration by Staff? 

Only the first one. As explained above, Staff would consider making the rate base 

adjustment for post test year plant in a manner similar to how that was done in APS’ last 

base rate case, Docket No. E-01 345A-08-0172, which involved using the end-of-test-year 

CWIP balance for items within that balance placed into service within a certain time after 

the test year. 

With respect to the second suggestion made by APS, APS does not explain how or when 

its filing would be updated for a “complete future test year period ending June 30,2012,” 

and does not address or explain how that would not constitute essentially filing an entirely 

new rate case with a different test year. Staff does not believe that alternative is feasible 

nor has any merit in the context of the current APS base rate case. 

A complete copy of APS’ response to STF 19.14 is included in Attachment RCS-4, attached to this testimony. 
l6 A P S  states that this would “allow post test year additions in a manner consistent with the 2009 rate settlement.” 
However, as noted above, the 2009 rate settlement concerning post test year plant was based on allowing the specific 
components of the December 31,2007 end-of-test year CWIP that were being placed into service by June 30,2009. 
The proposal by APS for post test year plant and related changes to accumulated depreciation and ADIT in the 
current base rate case, as explained above, is somewhat different. 
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Given the uncertainty regarding how to appropriately reflect the update to the ADIT 

balance to March 31, 2012 to match the post test year plant and accumulated 

depreciation adjustments, how have you reflected the post test year adjustment for 

ADIT a t  this time? 

As shown on Attachment RCS-2, Schedule B-6, page 1, at this time, the adjustment of the 

rate base offset for ADIT only reflects removal of the April 1 through June 30, 2012 

amounts for post test year ADIT contained in the APS rate base adjustments for post test 

year plant. This results in decreasing jurisdictional ADIT, and increasing rate base, by 

$1.726 million. 

What is shown on Schedule B-6, page 2? 

Schedule B-6, page 2, shows total Company and ACC jurisdictional amounts for the 

ADIT components that are typically reflected in the determination of APS’ rate base, and 

shows how the net credit-balance amount of ADIT has grown through actual data 

provided by APS at July 3 1, 201 1, and is estimated by APS to increase further through 

March 31, 2012. APS’ original filing reflected a jurisdictional offset to rate base for 

ADIT of approximately $1.61 5 bil l i~n.’~ 

APS’ October 26, 201 1 update filing reflects a jurisdictional offset to rate base for ADIT 

of approximately $1.615 billion.I8 In comparison, as of July 31, 2011, the actual 

jurisdictional ADIT balance had grown to approximately $1.658 b i l l i~n . ’~  Additionally, 

the information provided by APS in response to STF 20.1 shows the estimated 

jurisdictional ADIT balance at March 31, 2012 of approximately $1.723 billion?’ The 

differences between these amounts and the jurisdictional ADIT reflected in APS’ filing 

” See Attachment RCS-2, Schedule B-6, line 31. ’* See Attachment RCS-2, Schedule B-6, line 33. 
l9 See Attachment RCS-3, Schedule E-6, column A, line 30. 

Id, column I, line 30. 20 
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are large and highlight the importance of appropriately updating the ADIT balance to 

match the time frame with updating rate base for plant and accumulated depreciation. 

Q. 

A. 

How did you determine the RCND adjustment for ADIT? 

In this case, the RCND adjustment for ADIT is the same as the Original Cost rate base 

adjustment for ADIT. 

B-7 Working Capital 

Q. 
A. 

Have you reviewed the Company’s request for a working capital allowance? 

Yes. The Company’s working capital request consists of six separate subcomponents. As 

shown on APS’ Schedule B-5, the subcomponents are: 

a negative Cash Working Capital balance of negative $101.57 million based on a 

leadlag study on a total company basis; 

a year-end Materials and Supplies balance of $1 81.414 million on a total company 

basis; 

a year-end Fuel (Coal and Oil) balance of $21.575 million on a total company 

basis; 

a year-end Fuel (Nuclear) balance of $1 08.794 million on a total company basis; 

a year-end Prepayments balance of $23.346 million on a total company basis; and 

a year-end Special Deposits & Working Funds balance of $219,000 on a total 

company basis. 

As shown on Company Schedule B-5, APS’ calculated a total company basis amount of 

Working Capital allowance of $233.778 million. On APS’ Schedule B-I, line 19, APS 

has reduced the Cash Working Capital component of that by $14.220 million, bringing the 
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total company amount to $2 19.558 million. The corresponding ACC jurisdictional 

amount of rate base APS is requesting for Working Capital is $202.206 million, as shown 

on APS’ Schedule B-I, page 1, column F, line 19. 

Q. 

A. 

Has Staff adjusted any of those working capital components? 

Yes, only one, the cash working capital component. Staff has accepted APS’ working 

capital components which involve balances at December 3 1, 201 0, the end of the test year, 

but has adjusted the Company’s cash working capital request to reflect Staff adjustments 

to operating expenses. Staffs adjustment to cash working capital is discussed below. 

B- 7.1. Cash Working Capilal 

Q. 
A. 

Q. 
A. 

What is cash working capital? 

Cash working capital is the cash needed by the Company to cover its day-to-day 

operations. If the Company’s payment of cash expenditures, on an aggregate basis, occurs 

before the cash receipt of utility revenue, investors must provide cash working capital. In 

that situation a positive cash working capital requirement exists. On the other hand, if 

revenues are typically received prior to when expenditures are made, on average, then 

ratepayers provide the cash working capital to the utility, and the negative cash working 

capital allowance is reflected as a reduction to rate base. In this case, the cash working 

capital requirement is a reduction to rate base as ratepayers are essentially supplying these 

funds. 

Does APS have a positive or negative cash working capital requirement? 

APS has a negative cash working capital requirement. In other words, ratepayers are 

essentially supplying the funds used for the day-to-day operations of the Company. On 
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average, revenues from ratepayers are received prior to the time when the utility pays the 

associated expenditures. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 

A. 

Did APS present a leadhag study in support of its cash working capital requirement? 

Yes, APS performed a leadlag study to calculate the cash working capital requirement in 

this case. The Company provided its lead/lag study calculations with its work papers in 

this case. 

. .  

Are you recommending any revisions to APS’ cash working capital request? 

Yes, I have reflected the impact of Staffs adjustments to operating expenses. I have also 

synchronized the calculation of cash working capital with Staff’s recommended revenue 

increase in terms of updating the cash expenses for income taxes and interest. 

What is the result of your cash working capital calculation? 

As shown on Schedule Bi7, page 1, APS’-filed cash working capital request should be 

increased by approximately $10.467 million on an ACC jurisdictional basis. 

Were there certain Staff adjustments to APS’ operating expenses that are primarily 

attributable to that increase in the allowance for cash working capital? 

Yes. The increase in the allowance for cash working capital, as noted above, is shown on 

Attachment RCS-2, Schedule B-7, page 1. As shown on line 18, Staffs adjustment to 

incentive compensation expense increased the jurisdictional allowance for cash working 

capital by approximately $10.3 million. As shown on lines 41 and 42, Staffs adjustment 

to income tax expense increased the jurisdictional allowance for cash working capital by 

$85 1,000, and property tax expense increased the jurisdictional allowance for cash 

working capital by $646,000. Those were the largest impacts. As shown on Schedule B- 
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7, page 1, Staffs other adjustments to other operating expenses increased the cash 

working capital allowances in some instances and decreased it in others. 

Other Rate Base Updates 

Q. Please explain Staffs review of changes in APS’ balance sheet accounts for Other 

Rate Base Updates. 

As described above, Staff has reflected post test year changes for plant through March 3 1, 

2012, and related adjustments for accumulated depreciation and ADIT through that same 

date?’ In order to assure that rate base is updated for the use of actual March 3 1 ,  201 2 

information in a consistent and balanced manner, Staff proposes to review, and may 

propose adjustments for changes in, other balance sheet accounts through that date that are 

currently reflected in APS’ rate base on the basis of December 31, 2010, end-of-test year 

recorded balances. 

A. 

ADJUSTMENTS TO OPERATING INCOMlE 

Discussion of selected company adjustments 

Q. Are there certain Company proposed adjustments that you would like to address 

before discussing StafPs adjustments? 

A. Yes. There are two Company adjustments that relate to provisions contained in the 

Settlement Agreement that was reached by the parties in APS’ last rate case, Docket No. 

E-01345A-08-0172. APS’ adjustment 17 removes Schedule 3 revenue and the 

Company’s adjustment 23 amortizes deferred pension and other post employment benefit 

(OPEB) costs. Both of these adjustments relate to special accounting treatments that were 

’’ As noted above, the ultimate amounts of these adjustments will depend on actual information to be provided by 
APS, which APS anticipates having available by April 30,2012. Additionally, an adjustment to fully reflect ADIT 
changes through March 31,2012 is pending additional information concerning how a normalization concern raised 
by APS in discovery responses can be resolved. 
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APS’ filing also reflects the Company making two adjustments, to remove expense for 

supplemental executive retirement plan and stock-based compensation, which appear to be 

consistent with prior Commission orders, and which are the types of adjustments that 

would typically be made by Staff and/or RUCO in recent utility rate cases, and would be 

made in the current case by Staff if such costs were not already being removed by APS in 

the current case. 

Finally, APS proposed a new adjustment in its October 26, 201 1 update, related to 

transmission costs, upon which Staff has reserved judgment on this new adjustment at this 

time. 

Schedule 3 Revenues 

Q. 

A. 

What are Schedule 3 revenues? 

Schedule 3 of APS’ tariff relates to fees that are collected by the Company for line 

extensions. 

Q. What unusual accounting was provided for Schedule 3 revenues in the Settlement 

Agreement that was approved by the Commission in No. E-01345A-08-0172? 

Section X of the Settlement Agreement at paragraph 10.1 provided for APS to record 

Schedule 3 receipts as revenue during the period January 1, 2010 through the earlier of 

December 31, 2012 or the conclusion of APS’ next general rate case. Prior to that, APS 

had recorded Schedule 3 receipts as Contributions in Aid to Construction (“CIAC”). 

A. 
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Recording receipts for line extensions as CIAC is the standard way of accounting for such 

receipts under the Uniform System of Accounts for electric utilities. 

Q* 
A. 

Q. 
A. 

Please discuss the Company’s adjustment to remove Schedule 3 revenues. 

APS proposes to discontinue the special accounting treatment - Le., recording Schedule 3 

receipts as revenue - that had been provided by the Settlement Agreement that was 

approved by the Commission in Docket No. E-01345A-08-0172, and to again resume the 

standard accounting for such receipts as CIAC. Accordingly, the Company’s adjustment 

no. 12 removes $18.660 million of Schedule 3 revenues from revenues. 

How is CIAC typically treated for ratemaking purposes? 

CIAC is typically treated for ratemaking purposes as an offset to rate base. The  rate base 

offset amount related to CIAC is typically based on the unamortized CIAC balance, less 

an income tax impact that is accounted for in the balance of ADIT. 

As a simplified example, if a utility had $100 million of unamortized CIAC (and there was 

a 40 percent combined state and federal income tax rate), rate base would be reduced by 

approximately $60 million ($100 million of CIAC less $40 million of ADIT). 

The amortization of CIAC is typically reflected for ratemaking purposes as an offset to a 

utility’s depreciation expense. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

What amounts did APS expect for Schedule 3 receipts in Docket No. E-01345A-08- 

01 72? 

As stated in paragraph 10.2 of the Settlement Agreement in Docket No. E-01345A-08- 

0172, APS estimated that its Schedule 3 revenues would be $23 million in 2010, $25 

million in 201 1 and $49 million in 2012. 

What amount of Schedule 3 receipts did APS record as revenue in the 2010 test year? 

In the 2010 test year, APS recorded $1 8.660 million of Schedule 3 receipts as revenue. 

Does Staff agree with the Company’s proposed adjustment to remove the Schedule 3 

revenue? 

Yes. The recording of Schedule 3 receipts as revenue represented an unusual accounting 

treatment and was instituted in the context of the Settlement Agreement that was approved 

by the Commission in Docket No. E-01345A-08-0172 primarily as a temporary measure 

to help APS manage its earnings and support its credit rating during the period between 

base rate cases, Under ordinary circumstances, Staff supports the recording of receipts 

that utilities receive for line extensions in accordance with the standard accounting, Le., 

recording such receipts as CIAC. Consequently, Staff agrees with the conversion back to 

standard accounting, as CIAC, for Schedule 3 receipts. Additionally, the $1 8.660 million 

amount by which revenues are reduced in the current APS rate case is somewhat lower 

than the amounts of Schedule 3 revenues that APS was expected to receive from Docket 

No. E-01345A-08-0172, so transitioning back to the normal accounting treatment at this 

time, Le., in the context of the 2010 test year when APS’  Schedule 3 receipts were 

relatively low, will help to minimize the rate impacts of the transition. Consequently, 

Staff has accepted APS’ proposed adjustment no. 17 to remove the Schedule 3 revenues, 
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Amortization of Deferred Pension and OPEB Costs 

Q. What was provided for in the Settlement Agreement that was approved by the 

Commission in Docket No. E-01345A-08-0172 concerning deferrals of pension and 

OPEB costs? 

Section IX of that Settlement Agreement provided for limited deferrals of Pension and 

OPEB costs by AF'S in 201 1 and 2012 if such costs exceed the Docket No. E-01345A-08- 

0172 test year level, which the Signatories to the Settlement Agreement identified as 

$23.949 million. 

A. 

Q. 

A. 

~ - $ w % - w w  i k n a = ~ m M < ~ ~ d  ieti&basis-tare€k&+he- 

What has APS proposed in the current rate case related to that provision? 

APS proposes in Company adjustment no. 23 to increase pre-tax operating expenses by 

recovery via amortization over a three-year period of the pension and OPEB cost deferral 

authorized in Decision No. 71448. 

Q. 
A. 

Q. 
A. 

Does Staff agree with that APS adjustment in principle? 

Yes. Staff agrees that the adjustment proposed by A P S  is consistent in theory and concept 

with the Settlement Agreement provision for limited deferrals of Pension and OPEB in 

201 1 and 2012 if such costs exceed the test year level used in Docket No. E-01345A-08- 

0172. 

Does Staff have any concerns about the amounts used by APS? 

Yes. APS' proposed adjustment is based on 2011 and 2012 estimates of pension and 

OPEB costs that were available to APS when APS prepared its filing. Staff has not been 

able to verify the amounts of APS' actually incurred 2011 or 2012 pension and OPEB 

costs, as those accounting periods have not yet closed. Moreover, the 20 11 information 
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used by APS to compute its adjustment does not appear to reflect the latest actuarial 

valuation, which was presented to the Company on May 20, 201 1 by Towers Watson, as 

described in APS’ response to STF 27.1(i). 

Q. How does Staff propose to address such conccrns in the context of the current APS 

rate case? 

Staff proposes to address such verifiability concerns in the context of the current APS rate 

case by seeking updated information from APS on actual 2011 and 2012 pension and 

OPEB costs, and may adjust the estimated amounts used by APS, if such an adjustment 

becomes warranted. 

A. 

Supplemental Executive Retirement BeneJits 

Q- 

A. 

Q. 
A. 

Please discuss APS’ proposed adjustment to remove expense for Supplemental 

Executive Retirement Benefits. 

APS’ adjustment No. 25 reduces pre-tax operating expenses by $8.492 million in total and 

$7.892 million on an ACC jurisdictional basis to remove expense for benefits under the 

Supplemental Executive Retirement Plan (“SERP”). 

Can you please provide a general description of SERPs? 

The SERP provides supplemental retirement benefits for select’ executives. Generally, 

SERPs are implemented for executives to provide retirement benefits that exceed amounts 

limited in qualified plans by Internal Revenue Service (“IRS”) limitations. Companies 

usually maintain that providing such supplemental retirement benefits to executives is 

necessary in order to ensure attraction and retention of qualified employees. Typically, 

SEWS provide for retirement benefits in excess of the limits placed by IRS regulations on 

pension plan calculations for salaries in excess of specified amounts. IRS restrictions can 
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also limit the Company 401(k) contributions such that the Company 401(k) contribution 

as a percent of salary may be smaller for a highly paid executive than for other employees. 

Q. 
A. 

Is the removal of expense for SEWS consistent with Commission precedent? 

Yes. The removal of expense for SERP is consistent with a series of Commission 

decisions in which the SEW expense has been removed from utility rates, including 

Commission decisions in rate cases involving APS and other utilities that are regulated by 

the Commission. In Decision No. 68487, in a Southwest Gas Corporation rate case, the 

Commission adopted a recommendation by RUCO to remove SERP expense. In reaching 

its conclusion regarding SERP, the Commission stated on page 19 of Decision No. 68487 

that: 

Although we rejected RUCO’s arguments on this issue in the Company’s 
last rate proceeding, we believe that the record in this case supports a 
finding that the provision of additional compensation to Southwest Gas’ 
highest paid employees to remedy a perceived deficiency in retirement 
benefits relative to the Company’s other employees is not a reasonable 
expense that should be recovered in rates. Without the SERF’, the 
Company’s officers still enjoy the same retirement benefits available to any 
other Southwest Gas employee and the attempt to make these executives 
‘whole’ in the sense of allowing a greater percentage of retirement benefits 
does not meet the test of reasonableness. If the Company wishes to provide 
additional retirement benefits above the level permitted by IRS regulations 
applicable to all other employees it may do so at the expense of its 
shareholders. However, it is not reasonable to place this additional burden 
on ratepayers. 

In a UNS Gas, Inc. rate case, in Decision No. 71623 at pages 33-34, the Commission 

stated: 

[I]n Decision No. 69663, we disallowed S E W  expenses for APS based on 
the finding made in the earlier Southwest Gas proceeding. (Decision No. 
69663, at 26-27.) In the prior UNS Electric case (Decision No. 70360, at 
22)’ we also excluded SEW costs stating ‘[wle see no reason to depart 
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from the rationale on this issue in the most recent UNS Gas rate case ...I In 
the most recent Southwest Gas case (Decision No. 70665, at 17-18), we 
again found that SEW expenses should not be recoverable from ratepayers. 

We see no reason to depart from the rationale on this issue in all of the 
recent cases cited above, that ratepayers should not be required to fund the 
retirement benefits of a few select executives whose salaries exceed current 
IRS limits (currently $240,000). As has been stated in prior cases, the 
Company’s shareholders may provide these additional retirement benefits 
but ratepayers should not be subject to this additional burden. 

We therefore adopt the recommendations of Staff and RUCO and 
disallow ... SERP expenses proposed by UNS Gas.U 

At page 28 of that Decision, the Commission stated: 

... the issue is not whether UNS may provide compensation to select 
executives in excess of the retirement limits allowed by the IRS, but 
whether ratepayers should be saddled with costs of executive benefits that 
exceed the treatment allowed for all other employees. If the Company 
chooses to do so, shareholders rather than ratepayers should be responsible 
for the retirement benefits afforded only to those executives. We see no 
reason to depart from the rationale on this issue in the most recent 
Southwest Gas rate case [See also Arizona Public Service Co., Decision 
No. 69663, at 27 (June 28, 2007), wherein SERP costs were excluded in 
their entirety.], and we therefore adopt the recommendations of Staff and 
RUCO and disallow the requested SERF’ costs. 

In Decision No. 71914 (September 30, 2010), the Commission also disallowed UNS 

Electric’s SEW cost in Docket No. E-04204A-09-0206, stating at page 3 1 that: 

We see no reason to depart from the rationale on this issue in all of the 
recent cases cited above, that ratepayers should not be required to fund the 
retirement benefits of a few select executives whose salaries exceed current 
IRS limits (currently $240,000). As has been stated in prior cases, the 
Company’s shareholders may provide these additional retirement benefits 
but ratepayers should not be subject to this additional burden. 

We therefore adopt the recommendations of Staff and RUCO and disallow 
. . . SERP expense proposed by UNSE. 

’* See Decision No. 7001 1 at pages 27-29. 
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SERP expense was also removed by Staff in APS’ last rate case, Docket No. E-O1345A- 

08-0 172 and such removal was incorporated into the Settlement Agreement revenue 

requirement that was approved by the Commission in Decision No. 71448 (December 30, 

2009). 

Q. 

A. 

Does Staff agree with the Company’s adjustment to remove SEW expense? 

Yes. 

including those noted above, which have required the removal of such expense. 

The removal of SEW expense is consistent with several Commission orders, 

Stock Compensation 

Q. 

A. 

Q- 
A. 

What adjustment has A P S  proposed in the current case with regard to stock-based 

compensation? 

The Company’s adjustment no. 26 reduces pre-tax operating expenses by $12.421 million 

in total and by $1 1.543 million on an ACC jurisdictional basis to remove expense related 

to stock-based compensation. 

Has stock-based compensation been removed in other cases? 

Yes. In Decision No. 69663, from a prior APS rate case, Docket No. E-01345A-05-0816 

et al, the Commission adopted a Staff recommendation in that case where cash-based 

incentive compensation expense was allowed and stock-based compensation was 

disallowed. Additionally, page 36 of Decision No. 69663 indicates that the Commission 

rejected an argument by APS that the Commission not look at how compensation is 

determined or its individual components: 

APS argues that the issue is whether APS compensation, including 
incentives, is reasonable. APS does not believe that the Commission 
should look at how that compensation is determined or its individual 
components, but rather should just look at the total compensation. The 
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Company argues that the interests of investors and consumers are not in 
fundamental conflict over the issue of financial performance, because both 
want the Company to be able to  attract needed capital at a reasonable cost. 

’ 

We agree with Staff that APS’ stock-based incentive compensation expense 
should not be included in the cost of service used to set rates. Contrary to 
APS’ argument that we should not look at how compensation is 
determined, we do not believe rates paid by ratepayers should include costs 
of a program where an employee has an incentive to perform in a manner 
that could negatively affect the Company’s provision of safe, reliable utility 
service at a reasonable rate. As testified to by Staff witness Dittrner and set 
out in S t a F s  Initial brief, “[elnhanced earnings levels can sometimes be 
achieved by short-term management decisions that may not encourage the 
development of safe and reliable utility service at the lowest long-term 
cost. ... For example, some maintenance can be temporarily deferred, 
thereby boosting earnings. ... But delaying maintenance can lead to safety 
concerns or higher subsequent ‘catch-up’ costs.” [cite omitted) To the 
extent that Pinnacle West shareholders wish to compensate A P S  
management for its enhanced earnings, they may do so, but it is not 
appropriate for the utility’s ratepayers to provide such incentive and 
compensation. 

Thus, in Decision No. 69663, the Commission made an adjustment to disallow a portion 

of APS‘ incentive compensation expense, specifically the stock-based compensation. 

Q. 

A. 

Was stock-based compensation expense also disallowed in the Commission’s 

decisions in other rate cases? 

Yes, it was. In Decision No. 70360 at page 22, in a rate case involving UNS Electric, the 

Commission, in referencing a similar decision regarding Southwest Gas Corporation as 

well as a prior A P S  rate case stated: 

For these same reasons, we agree with Staff that test year expenses should 
be reduced to remove stock-based compensation to officers and 
employees.. .The disallowance of stock-based compensation is consistent 
with the most recent rate case for Arizona Public Service Company 
(Decision No. 69663). 
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In Decision No. 71914 (September 30, 2010), the Commission also disallowed UNS 

Electric’s stock-based compensation expense in Docket No. E-04204A-09-0206, stating at 

pages 29-30, among other things, that: 

We agree with RUCO that UNSE’s proposal to include the costs of stock- 
based compensation should be denied. . .. 

The Company has not presented a compelling reason to depart from 
previous and recent determinations on this issue. 

Q- 
A. 

Q- 

A. 

Please discuss the reasons for removing stock-based compensation. 

Ratepayers should not be required to pay executive or management compensation that is 

based on the performance of the Company’s (or its parent company’s) stock price. 

Does Staff agree with the Company’s adjustment to remove the expense for stock- 

based compensation? 

Yes. 

APS’ October 26, 201 1 New Update Adjustment to “Sync-Up Transformers ficluded from the 

FERC Formula Rate ’’ 

Q. 

A. 

Has APS presented a new operating expense adjustment in conjunction with its 

October 26, 2011 update that Staff has not reflected at this time, which you would 

like to discuss? 

Yes. In particular I would like to briefly discuss one new adjustment APS made in its 

October 26, 201 1 update, which is not being incorporated at this time into Staffs 

derivation of the base rate revenue requirement for APS. The new adjustment proposed 

by APS (APS adjustment no. 35) is described as an adjustment to “sync up the step-up 

transformers excluded from the FERC formula rate.” This new APS adjustment does not 
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appear to relate to any information provided by APS in discovery, nor does it appear to be 

supported by any APS testimony that Staff has been able to identify. Staff is also unclear 

at this time how this new APS adjustment relates to the continuation of APS’ existing 

Transmission Cost Adjustment (“TCA”) rider, which is recommended by Staff witness 

McGany, versus implementing prospectively an expanded TCA that A P S  has requested. 

Consequently, Staff is reserving judgment on this new APS adjustment until an 

explanation and additional supporting information has been provided. Accordingly, Staff 

has not reflected it in the determination of the base rate revenue requirement for APS at 

this time. 

STAFF ADJUSTMENTS 

Q. 

A. 

Please describe how you have summarized Staff‘s proposed adjustments to operating 

income. 

Attachment RCS-2, Schedule C summarizes Staffs recommended net operating income. 

Schedule C.l (ACC) presents Staffs recommended adjustments to test year revenues and 

expenses on an Arizona jurisdictional basis. The impact on state and federal income taxes 

associated with each of the recommended adjustments to operating income are also 

reflected on Schedule C.1. APS’ proposed adjusted test year net operating income is 

$474.356 million, whereas Staffs recommended adjusted net operating income is 

$498.355 million. The recommended adjustments to operating income are discussed 

below in the same order as they appear on Schedule C. 1. 
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C-1, Forensic Investigation of Grant-Funded Projects 

Q. 

A. 

Q. 

A. 

Please explain Staffs 

grant-funded projects. 

Staff Adjustment C- 1 removes expense incurred by APS during the 201 0 test year related 

to a forensic investigation conducted for APS into matters pertaining to projects funded 

with Department of Energy (“DOE”) grants. AI’S’ responses to STF 9.2, 9.3, 9.4,9.7,9.8, 

9.9, 19.21, 20.2, 20.3 and 20.4, many of which contain confidential information, relate to 

Staffs investigation into such costs. APS’ response to STF 9.2 describes that $1 million 

of such costs had been removed by APS in its original filing, and in that response, APS 

has also agreed to the removal of the remaining expenses, amounting to $2.129 million, 

associated with the Integrated Energy System (“IES”) project, the Substitute Natural Gas 

(“SNG”) project and the related legal and audit expenses that APS recorded during the 

201 0 test year. APS’ October 26, 201 1 update includes an adjustment (APS adjustment 

no. 34) on APS’ Schedule (2-2, page 12 to remove the $2.129 million of O&M expense on 

adjustment for costs d a t e d  to a forensic investigation of 

a total Company basis, and $2.057 million on an ACC jurisdictional basis. Attachment 

RCS-2, Schedule C-1 reflects the removal ofthese costs. 

Is there a need for a corresponding rate base adjustment related to these DOE grant- 

funded projects? 

No. APS’ response to STF 9.2 states that APS has not included any costs in rate base 

associated with the IES or SNG projects. 

C-2. General Advertising Expense 

Q. 

A. 

How does APS” test year General Advertising Expense compare with 2009? 

APS” 2010 test year General Advertising Expense in Account 930.1 of $3.549 million 

exceeds the 2009 recorded amount of $1 .SO8 million by $1.74 1 million or 96 percent. 
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Q. Please explain Staffs adjustment to General Advertising Expense. 

Q- 

A. 

Q. 
A. 

A. is adjustment decreases APS’ General Advertising Expense by approximately $572,000 

on an ACC jurisdictional basis to remove general advertising expense that was not 

specifically related to energy conservation and sustainability, and to provide for a 

normalized allowance for general advertising expense. In its last rate case, Docket No. E- 

01345A-11-0224, the Company’s response to STF 6.93, had agreed to remove advertising 

expense that was not specifically related to energy conservation and sustainability. A 

similar adjustment should be made in the current rate case. 

What amount of APS’ 2010 general advertising expense was not related to 

conservation and sustainability? 

APS’ responses to Pre-filed 1.40, APS14082, and to STF 21.1 through 21.5, and to STF 

27.10 indicate that $40,688 was incurred for “Breakfast at the Zoo” expense. This was for 

an employee event, which A P S  indicates was attended by approximately 2,000 APS 

employees and their families. AI’S’ response to STF 21.l(p) indicates that the Breakfast 

at the Zoo charges did not encompass advertising and no advertising copy is available. 

That APS response also states that this expense should have been recorded to Account 

930.2, instead of 930.1. This $40,688 expense for Breakfast at the Zoo is not necessary 

for the provision of safe and reliable utility service and is not for Commission-approved 

advertising and has therefore been removed. 

Did APS provide copies of the advertisements it ran in ZOlO? 

Yes. APS’ response to STF 21.1 included copies of advertisements. In general APS’ 

advertisements appear to be consistent with promoting the sustainability objectives. 

Accordingly, Staff is not proposing to disallow APS’ advertising expense related to 

specific advertisements. 
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Q- 

A. 

Q. 
A. 

Q. 

A. 

Please explain how you determined a normalized level for general advertising 

expense. 

As noted above, APS’ 2010 test year General Advertising Expense in Account 930.1 of 

$3.549 million exceeded the 2009 recorded amount of $1.808 million by $1.741 million or 

96 percent. As shown on Attachment RCS-2, Schedule C-2, a three-year average of 2008 

through 2010 actual advertising expense is $2.917 million. APS’ 2010 general advertising 

expense, exclusive of the $40,688 Breakfast at the Zoo item, is adjusted to a normalized 

allowance of $2.917 million. This reduces total Company expense by approximately 

$631,489 and reduces ACC jurisdictional expense by $572,363. 

What is APS’ 2011 budget for advertising expense? 

APS’ 2011 advertising budget was stated in response to STF 27.10(j) to be $171,583.33 

per month, or $2.059 million for the year. APS’ response to STF 27.106) at APS14964 

states that APS is expected to be on budget by the end of 201 1. That response shows that 

A P S  was under-budget for YTD September 2009 results. 

What explanation did APS provide as to why its 2011 budget of $2.059 million for 

advertising is so much lower than APS’ 2010 actual advertising expense of $3.549 

million? 

APS’ response to STF 27.1 O(h) stated that in 2010, the General Advertising Expense 

budget included $1.6 million to fund production costs for a new sustainability TV and 

radio campaign and these ads continued to run in 201 1. 
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Q. 

A. 

Q. 
A. 

How does the normalized annual allowance of $2.917 million for general advertising 

expense compare with APS’ 2011 budget, and with a four-year average including the 

2011, budget? 

The normalized annual allowance of $2.917 million for general advertising expense 

exceeds APS’ 2011 budget by $858,261 or 41.7 percent. A four-year average, 2008 

through 2010 actual, and including the 2011 budget, which APS expects to be on by the 

end of the year, is $2.703 million. The normalized annual allowance of $2.917 million 

exceeds that four-year average amount by $214,565, or 7.9 percent. 

Please summarize the adjustment for General Advertising Expense. 

As shown on Attachment RCS-2, Schedule C-2, General Advertising Expense should be 

reduced on an ACC jurisdictional basis by $572,363 to remove an expense for Breakfast at 

the Zoo and to provide for a normalized annual allowance, based on a three-year average 

of actual advertising expense for 2008 through 2010. 

C-3. Property Tax Expense 

Q. 

A. 

Please explain Staff Adjustment C-3. 

This adjustment uses information provided by APS in its October 26, 201 1 Update of its 

property tax expense adjustment detail, specifically APS14932, page 4 of 5, to adjust pro 

forma property tax expense to reflect more current information. Attachment RCS-2, 

Schedule C-3, column A shows the amounts reflected in APS’ original filing. Column B 

shows the updated amounts from APS14932, page 4 of 5 .  Column C shows the resultant 

adjustment amounts. As shown on Schedule C-3, line 1, the full cash value of APS’ plant 

has been updated to $7.871 billion (from $7.874 billion in APS’ original filing). Also, on 

Schedule C-3, line 10, the effective property tax rate has been updated from the 9.00 

percent used in APS’ original filing to the more current rate of 8.96 percent. As shown on 
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Attachment RCS-2, Schedule C-3, this adjustment reduces property tax expense by 

$695,000 on a total Company basis and by $584,000 on an ACC jurisdictional basis to 

reflect more current information on the assessment and effective property tax rate. 

C-4. Solar Post-Test- Year Plant Depreciation and Property Tax Expense 

Q. 
A. 

Please explain Staff Adjustment C-4. 

This adjustment is shown on Attachment RCS-2, Schedule C-4. Column A shows the 

amounts contained in APS’ original filing. Column B shows the Staff adjusted amounts 

which reflect updates to APS’ estimated amount of post test year solar plant and the 

removal of APS’ estimated solar plant additions for April 1 through June 30, 2012, to 

correspond with Staffs use of post test year plant additions through March 31, 2012, as 

previously addressed in conjunction with Staff rate base adjustment B-1. Column C 

shows the adjustment amounts. 

As shown on Attachment RCS-2, Schedule C-4, this adjustment decreases ACC 

jurisdictional depreciation expense by $1.170 million and property tax expense by 

$131,000, based on differences between Staffs and APS’ proposed amounts of post-test- 

year solar plant additions. 

C-5. Fossil Post- Test-Year Plant Depreciation and Property Tax Expense 

Q. 

A. 

Please explain Staff Adjustment C-5. 

This adjustment is, shown on Attachment .RCS-2, Schedule C-5. Colum A shows tE 

amounts contained S’ original filing. Column B shows the Staff adjusted amounts 

which reflect updates to APS’ estimated amount of post test year fossil plant and the 

removal of APS’ estimated fossil plant additions for April 1 through June 30, 2012, to 

correspond with Staffs use of post test year plant additions through March 31, 2012, as 
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previously addressed in conjunction with Staff rate base adjustment B-2. Column C 

shows the adjustment amounts. 

As shown on Attachment RCS-2, Schedule C-5, this adjustment decreases ACC 

jurisdictional depreciation expense by $637,000 and property tax expense by $1 46,000, 

based on differences between Staff’s and AF’S’ proposed amounts of post-test-year fossil- 

fueled generation plant additions. 

C-6. Nuclear Post-Test-Year Plant Depreciation and Property Tax Expense 

Q. 

A. 

Please explain Staff Adjustment C-6. 

This adjustment is shown on Attachment RCS-2, Schedule C-6. Column A shows the 

amounts contained in APS’ original filing. Column B shows the Staff adjusted amounts 

which reflect updates to APS’ estimated amount of post test year nuclear plant and the 

removal of APS’ estimated nuclear plant additions for April 1 through June 30, 2012, to 

correspond with Staffs use of post test year plant additions through March ‘3 1, 20 12, as 

previously addressed in conjunction with Staff rate base adjustment B-3. Column C 

shows the adjustment amounts. 

As shown on Attachment RCS-2, Schedule C-6, this adjustment decreases ACC 

jurisdictional depreciation expense by $253;000 and property tax expense by $1 10,000, 

based on differences between Staff‘s and. APS’ proposed amounts of post-test-year nuclear 

generation plant additions. 
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C- 7. Distribution and General Post-Test-Year Plant Depreciation and Property Tax Expense 

Q. Please explain Staff Adjustment C-7. 

A. This adjustment is shown on Attachment RCS-2, Schedule C-7. Column A shows the 

amounts contained in APS’ original filing. Column B shows the Staff adjusted amounts 

which reflect updates to APS’ estimated amount of post test year distribution and general 

plant and the removal of APS’ estimated distribution and general plant additions for April 

1 through June 30, 2012, to correspond with Staffs use of post test year plant additions 

through March 31, 2012, as previously addressed in conjunction with Staff rate base 

adjustment B-4. Column C shows the adjustment amounts. 

As shown on Attachment RCS-2, Schedule C-6, this adjustment decreases ACC 

,jurisdictional depreciation expense by $1.693 million and property tax expense by 

$971,000 based on differences between Staffs and APS’ proposed amounts of post-test- 

year distribution and general plant additions. 

C-8. Interest Synchronization 

Q. 

A. 

Please explain your interest synchronization adjustment. 

The interest synchronization adjustment applies the weighted cost of debt to the adjusted 

rate base to derive a pro forma interest expense deduction that is used in the calculation of 

test year income expense. After adjustments, Staffs proposed rate base differs from that 

of the Company. This results in an adjustment to the amount of synchronized interest 

included in the tax calculation. The calculation of the interest synchronization adjustment 

is shown on Attachment RCS-2, Schedule C-8. This adjustment increases income tax 

expense by the amount shown on Schedule C-8, line 7 and decreases the Company’s 

achieved operating income by a similar amount. 
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C-9. Base Cost of Fuel and Purchased Power 

What has A P S  proposed in the current case for the base cost of fuel and purchased 

power? 

In its original filing, APS proposed to  reduce the base fuel rate from 3.7571 cents per 

kWh, that was authorized by the Commission in Decision No. 71448, to 3.2415 cents per 

kWh, based on a projection APS had made of 2012 fuel and purchased power costs, net of 

an off system sales margin credit. 

What was AF’S’ actual base cost of fuel for the 2010 test year? 

For the test year ending December 3 1, 201 0, APS’ actual base cost of fuel and purchased 

power expense was approximately 3.3486 cents per kWh.23 

What is the basis for APS’ requested base fueI rate? 

APS’ requested base fuel rate is based on a projection of 2012 fuel and purchased power 

costs made by APS that used March 31, 201 1 market prices. Details of APS’ proposed 

3.2415 cents per kWh are shown at Mr. Ewen’s Attachment PME-3. APS’ 2012 forecast 

of fuel expense included assumptions for: 

1. 

2. 

3. 

4. 

Increased electricity sales due to continued growth. 

Lower commodity market prices for natural gas and power, 

Higher coal and nuclear prices due to standard contract escalators. 

Normalized maintenance and unplanned outage times. 

5. 

6.  

Cancellation by Salt River Project (“SRP”) of a capacity contract with APS. 

AdditionaI renewable resources consistent with the Company’s Renewable Energy 

Standard (‘XES’) requirements. 

23 See APS witness Ewen’s direct testimony, Attachment PME-4, page 1 of4. 
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7. Miscellaneous items, such as broker fees, third-party wheeling expense, and short- 

term and long-term capacity costs. 

Using those assumptions, as shown on APS’ Attachment PME-3, page 2 of 4, APS had 

projected $945.9 million of fuel and purchased power expense for 2012, offset by $16.9 

million of off-system sales margin credit, for a net retail fuel cost of $929.0 million. 

Dividing this cost amount by 28,186 GWh of projected native load sales for 2010 

produced the base fuel rate of 3.24 15 cents per kWh that APS reflected in its original 

filing. 

Q. 

A. 

Q- 

A. 

Has APS provided an alternative calculation that includes the impact of APS 

acquiring Southern California Edison’s (SCE) share of Four Corners Units 4 and 5? 

Yes. APS’ Attachment PME-3, page 3 of 4, shows the Company’s proposed base cost of 

fuel and purchased power, including the effects of acquiring SCE’s share of Four Comers 

Units 4 and 5. This reflects total fuel and purchased power expense of $917.422 million, 

less off-system margin credits of $20.459 million for a net retail fuel cost of $896.963 

million. Dividing the $896.963 million by the 28,658 GWh of projected native load sales 

for 2010 produces APS’ alternative proposed base fuel rate of 3.1298 cents per kWh. 

How does APS’ base cost of fuel interact with its Power Supply Adjustor (“PSA”) 

mechanism? 

APS’ current PSA includes a 90/10 sharing provision for increases in certain fuel and 

purchased power costs above the base cost of fuel and purchased power. In the 

Company’s filing, APS’ annual base rate revenue requirement has been reduced by 

approximately $144 miIIion (at test year sales levels). Under the 9040 provision in the 

PSA, approximately $20.7 million of that decrease would not be passed onto customers. 
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As explained by APS witness Ewen in his direct testimony at page 4, concerning the 

impact of the Company’s proposed decrease in the base cost of fuel: 

This adjustment reduces the annual base rate revenue requirement by 
approximately $144 million (at Test Year sales levels). But for the 90/10 
sharing arrangement in the PSA, this would amount to no difference in the 
revenues actually collected from customers. With that sharing 
arrangement, the impact of the reduction in the base fuel rate amounts to a 
$21 million net increase in revenues, or about 0.7%. It is important to 
update the Company’s base fuel rate both so that the attendant impact on 
class rate design can be accounted for and to avoid the 90/10 sharing 
becoming, in essence, an automatic 10% penalty or reward. Attachment 
PME-I shows the results of the proposed adjustments on Test Year 
revenues. However, as will be discussed later in my testimony, the 
Company is proposing to remove the 90110 sharing provision. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

Is another Staff witness addressing APS’ proposal to remove the 90AO s..aring 

provision from the PSA? 

Yes. 

addressed in the current case by Staff witness Michael McGany. 

APS’ proposal to remove the 90/10 sharing provision from the PSA is being 

How has Staff revised APS’ proposed base cost of fuel and purchased power at this 

time? 

Staff adjustment C-9 removes A P S ’  pro forma adjustment of $29.810 million related to 

projected 2012 fuel and purchased power expense and replaced it with a reduction of 

$39.385 million based on APS’ revised forecast of 2012 fuel cost. This adjustment 

decreases APS’ proposed fuel cost by $9.575 million. 

What is shown in column F? 

Column F shows the estimated fuel cost savings that APS projects related to its proposed 

acquisition of SCE’s share of Four Comers Units 4 and 5. As shown on line 10, based on 
‘ I  
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Q. 

A. 

APS’ updated estimates, acquiring SCE’s share of Four Comers Units 4 and 5 would 

reduce fuel and purchased power costs by approximately $31.4 million, versus the amount 

Staff has used. APS’ proposed acquisition of SCE’s share of Four Comers Units 4 and 5 

is being addressed in another proceeding and has not yet been ruled on by the 

Commission. Consequently, no incremental fuel savings reIated to that acquisition are 

being reflected currently in Staffs (or APS’) determination of the base cost of he1 and 

purchased power. 

Might a revision to the base cost of fuel and purchased power be needed if more 

accurate fuel forecast information for 2012 becomes available at a later point in the 

processing of the APS rate case? 

Possibly. Staff is monitoring APS’ PSA forecast filings and the concurrent proceeding 

dealing with APS’ request to acquire Four Comers, Units 4 and 5. The impact on base 

fuel costs resulting from APS’ proposed acquisition of SCE’s share of Four Corners Units 

4 and 5 may need to be revised if that transaction is approved and/or if other significant 

changes in base fuel costs occur. 

C-1 0. Payroll Expense Adjustment 

Q. 
A. 

Please explain the payroll expense adjustment. 

APS’ October 26, 201 1 update substantially revised APS’ originally filed payroll expense 

annualization adjustment. The A P S  update to that adjustment increases O&M expense by 

$4.855 million on a total Company basis, and by $4.512 million on an ACC jurisdictional 

basis. 

APS’ October 26, 2011 update filing, on the Company’s revised Schedule C-3, for APS 

adjustment no. 11, shows an increase to pre-tax O&M expense of $4.512 million on an 
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ACC jurisdictional basis. In APS’ original filing, this same adjustment had decreased 

O&M expense by $482,000 on an ACC jurisdictional basis. That is a net increase of 

approximately $4.994 million in jurisdictional O&M expense. 

The APS update essentially reflects the impact of two items: (1) correction by APS of 

errors it discovered in its originally filed adjustment, which increases total Company 

O&M expense by $3.178 million, and (2) the impact of a new union contract, which 

increases total Company O&M expense by $2.1 96 million. 

APS indicates that its revised adjustment reflects the impact of a new union contract. 

APS’ workpapers (APS 14945, pages 2 and 4 of 10) show a 1.5 percent and 2.5 percent 

union pay increase for Union 387 for 201 1 and 2012, respectively, which cumulatively 

produce a 4.04 percent increase for the two years c0mbined.2~ That compares to an 

increase of 1.0 percent only for 201 I that was reflected in APS’ originally calculated 

adjustment. The pay increases resulting from a union contract included in APS’ revised 

payroll annualization adjustment have been accepted by Staff to incorporate the impact of 

the known and measureable union pay increases into the O&M expenses, based on the 

Commission’s historical practice of reflecting pay increases associated with union 

contracts. 

APS was asked in discovery2’ to explain the other changes which impacted the payroll 

annualization adjustment. After obtaining and reviewing APS’ response to STF 32.1, 

Staff has also reflected the impact of the error corrections contained in APS’ revised 

payroll annualization adjustment. APS’ response to STF 32.1 explains the corrections to 

the original APS payroll annualization adjustment, which includes revisions to 20 10 

recorded amounts and March 2011 annualized amounts. A P S  has indicated that its 

24 1.015 x 1.025 = 1.0404. 
25 Staff set 32, issued November 7,201 1. 
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original adjustment had mistakenly included in test year base pay amounts related to the 

selling of paid time off and paid earned and accrued vacation, which had overstated the 

test year base pay and related payroll tax expense, and understated the amount of the 

payroll annualization adjustment. 

In summary, as shown on Attachment RCS-2, Schedule C-10, this adjustment increases 

jurisdictional O&M expense by $4.994 million. 

C-1 I .  Depreciation Expense - New Depreciation Rates for Meters 

Q- 
A. 

Please explain Staff Adjustment C-11. 

This adjustment reflects the rejection of APS' proposed new depreciation rate proposal for 

Account 370.01, electronic meters, and Account 370.03, AMI meters. APS proposes to 

increase the annual depreciation for electronic meters, from $2.289 million at the currently 

authorized depreciation rate of 3.68 percent, to $3.863 million, for a proposed new 

depreciation rate of 6.21 percent, per its 201 1 Depreciation Study?6 That is an increase of 

$1.574 million, or 68.7 percent. 

For AMI meters, APS proposes to increase the annual depreciation from $4.497 million at 

the currently authorized depreciation rate of 3.82 percent, to $7.687 million for a proposed 

new depreciation rate of 6.53 percent, per its 201 1 Depreciation Study. That is an increase 

of $3.190 million, or 70.9 percent. 

26 See Exhibit REW-2, pages 18 and 26. The annual depreciation accrual amounts are based on December 31,201 0 
plant. 
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Q. 

A. 

Q. 
A. 

Q- 
A. 

How do  the depreciable lives reflected in the currently authorized depreciation rates 

for these accounts compare with APS’ proposal for new depreciation rates? 

The currently authorized depreciation rates for these accounts are based upon a 26 year 

average service life for each type of meters. In contrast, APS’ proposal for new 

depreciation rates has reflected average service lives of only 15 years for each type of 

meters. 

Has APS discontinued the purchase and installation of electronic meters? 

No. Electronic meters are not obsolete and APS has added significant amounts of new 

plant to Account 370.01 in recent years. 

What was the net plant balance at December 31,2010? 

As of December 31, 2010, the end of the test year, the plant balance, accumulated 

depreciation, and net plant amounts were as follows: 

Accumulated 

at tm1n010 
original Plant Jkprcciation Net P l m  

Balance Description cost @ 12/31/2010 
Using Recorded Depreciation Reserve (E) (F) (G) 
Electronic Meten - Plant Account 370 01 S 62.207.543 S (19.681,616) $ 42,525,927 

Q. What significant additions has APS made to the electronic meters account in recent 

years? 

A. As examples, A P S  added $11.936 million to this account in 2007 and another $11.953 

million had been added in 2005.” 

’’ See APS’ response to STF 12.27(d) in APS’ last rate case, Docket No. E-01345A-08-0172. A copy of that 
response is included in Attachment RCS-3, attached to my testimony. 
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Q. 

A. 

Q- 
A. 

Has APS projected further substantial additions to Account 370.01 in years beyond 

the 2007 test year used in its last rate case? 

Yes. APS’ response to STF 12.27(h) in Docket No. E-01345A-08-0172 stated that APS 

estimated meter additions for Account 370.01 of $12.5 million in 2008, $8.9 million in 

2009 and $4.2 million in 2010. 

What depreciation rates had A.PS been using for Account 370.01? 

The depreciation rates that APS has used €or these accounts from 1998 through the present 

were identified in the response to STF 17.7(h) in Docket E-01345A-08-017228 as follows: 

Q. How does APS’ existing depreciation rate for electronic meters, Account 370.01, 

compare with the depreciation being used by other Arizona electric utilities? 

The present depreciation rate used by APS for Account 370.01, electronic meters, is 3.68 

percent. Tucson Electric Power Company (“TEP”) uses a depreciation rate of 2.99 

percent for Account 370.00, Meters.29 UNS Electric, Inc. (“UNSE”) used a rate of 3.1 I 

percent for Account 370.00, Meters.30 TEP and UNSE do not break out their investment 

in Meters into separate sub-accounts. APS’ existing 3.68 percent depreciation rate for 

electronic meters is higher (Le., produces more depreciation in each year) than the recently 

approved revised rates being used by TEP and UNSE in Docket Nos. E-01933A-07-0402 

A. 

1 

*‘A copy of that response is included in Attachment RCS-3. 
29 See, e.g., Docket No. E-01933A-07-0402, direct testimony of TEP witness, Dr. Kimbugwe Kateregga, Exhibit 
KAK-1,2007 Depreciation Rate Study, page 60. 
30 See, e.g., Docket No. E-04204A-06-0783, direct testimony of UNSE witness, Dr. Ronald White, Exhibit REW-2, 
2006 Depreciation Rate Revenue, page 15. 
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and E-04204A-06-0783, respectively. LJNSE also filed a technical update of its 

depreciation rates in Docket No. E-04204A-09-0206, sponsored by Dr. White. UNSE’s 

depreciation rates in that case were accepted and reflected a 3.01 percent depreciation rate 

for meters. The 3.01 percent rate was a decrease from the previous 3.11 percent 

depreciation rate used by UNSE for meters. Page 18 of Dr. White’s depreciation study for 

UNSE in Docket No. E-04204A-09-02063’ shows that the average service life for UNSE’s 

meters (Account 370.00) at the previous and revised depreciation rates was 34 years. The 

remaining life for UNSE’s meters account increased from 24.14 years to 25.56 years. 

Q. APS is proposing to substantially increase the annual depreciation expense for 

Account 370.01, electronic meters. You mentioned the depreciation rates for Meters, 

Account 370, that were authorized for TEP and UNSE in their most recent rate 

cases. How were the then-existing depreciation rates for Meters changed in those 

TEP and UNSE rate cases? 

In Docket No. E-01933A-07-0402, TEP’s depreciation rate for Account 370, Meters, was 

reduced from 3.79 percent to 2.99 percent.32 In Docket No. E-04204A-06-0783, UNSE’s 

depreciation rate for Meters was reduced from 3.25 percent to 3.11 percent. These 

reductions in the depreciation rate for Meters for the other two Arizona electric utilities 

contrast with APS’ proposal for a substantial increase. In Docket No. E-04204A-09-0206, 

UNSE‘s depreciation rate for Meters was reduced from 3.1 1 percent to 3.01 percent. 

A. 

3’ A copy of selected pages from Dr. White’s Attachment REW-2,2009 Technical Update, for UNS Electric in E- 
04204A-09-0206, relating to the average service lives, remaining life, and depreciation rates for UNSE meters is 
included in Attachment RCS-3 to my testimony. 
32 See, e.g., Docket No. E-01933A-07-0402, direct testimony of TEP witness, Dr. Kimbugwe Kateregga, Exhibit 
KAK-1,2007 Depreciation Rate Study, page 60. Cost of removal for distribution plant was broken out as a separate 
depreciation rate component in the approved depreciation rates. E P ’ s  existing depreciation rate for Meters prior to 
Docket No. E-01933A-07-0402 had included a provision for negative net salvage. 
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Q. 

A. 

Q. 
A. 

Q .  

A. 

What other concerns does Staff have regarding APS proposed replacement of 

electronic meters? 

APS has not demonstrated that it is economical, cost-effective or even prudent to purchase 

and then replace electronic meters within only a few years of their initial installation. 

Moreover, electronic meters that are new or only a few years old should have significant 

salvage value, yet APS has reflected salvage value of only 0.03 percent33 (Le., only 3 cents 

of value for every $1 invested) for electronic meters in its proposed depreciation rates, 

How should APS’ proposed depreciation for Account 370.01 be adjusted? 

The existing depreciation rate of 3.68% should be applied. As shown on Attachment 

RCS-2, Schedule C-11, this produces annual depreciation of $2.289 million. APS’ 

proposal for $3.863 million of depreciation expense for this account should be rejected. 

The jurisdictional adjustment reduces depreciation expense by $1.564 million. 

What did APS state in its last depreciation rate study concerning the appropriate 

depreciation period for A M I  meters? 

Page 4 of APS’ 2008 Depreciation Rate Study34 stated that: 

Amortization accounting is also recommended for Account 370.0 1 
(Meters-Electronic) and Account 3 70.02 (Meters-Electromechanical). APS 
has committed to a program of replacing electronic and electromechanical 
meters with AMI (Advanced Metering Infrastructure) meters by 2012. 
Accordingly, a 5-year amortization period is recommended for Accounts 
370.01 and 370.02. The current proiection life of 26 vears for electronic 
meters is recommended for AMI meters Dending sufficient retirement 
experience to estimate service lives for A M I  metering technologv. 
Reserve imbalances associated with the proposed meter amortization 
accounts were distributed to the remaining depreciable accounts in the 
Distribution plant function. (Emphasis supplied.) 

, 

’’ See, e.g., Exhibit REW-2, at page 18. 
34 See Attachment REW-I to APS witness Dr. White’s direct testimony in Docket No, E-01345A-08-0172 
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Q. 
A. 

Q- 
A. 

Q. 

A. 

Q. 

A. 

Does that same situation exist in the current APS rate case? 

Yes. The current projection life of 26 years for electronic meters is recommended for 

AMI meters pending sufficient retirement experience to estimate service lives for AMI 

metering technology. The 26 year average service life period that has traditionally been 

applied to meter investment should continue for AMI meters. 

How should APS’ proposed depreciation of AMI meters be adjusted? 

As shown on Attachment RCS-2, Schedule C-1 1, the existing authorized depreciation rate 

of 3.82 percent should continue to be applied. This reduces APS’ requested depreciation 

expense for Account 370.3, AMI meters, by $3.171 million on an ACC jurisdictional 

basis. 

Is another Staff witness addressing the useful lives of electronic and AMI meters 

from an engineering perspective? 

Yes. Staff witness Michael Lewis is addressing the useful lives of electronic and AMI 

meters from an engineering perspective. He has concluded that there is no reason from an 

engineering perspective why AMI meters should not last as long as older meters. 

Should the issue of APS’ meter replacement program and its impact on the service 

lives of investment in Account 370.01, eIectronic meters, and 370.03, AMI meters, be 

reviewed in APS’ next rate case? 

Yes. The issue of APS’ meter replacement program and its impact on Account 370.01, 

electronic meters, should be reviewed in APS’ next rate case. APS should be directed to 

present evidence demonstrating that its continuing purchase and installation of tens of 

millions of dollars of electronic meters in conjunction with its apparent plans to then 

replace them within a few years with more advanced “smart meters” is economical, cost- 
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effective and prudent. APS should also be directed to present updated information on 

retirement experience necessary to re-evaluate the depreciation rate for Accounts 370.01 , 

electronic meters, and 370.03, AMI meters, at that time.35 In that case, APS should also 

present updated information concerning the useful life of AMI meters. 

C-12. Prospective Amortization of 201 0 Severance Costs 

Q. 
A. 

Please explain Staff Adjustment C-12. 

This adjustment is shown on Attachment RCS-2, Schedule C-12, and removes the $3.366 

million total Company and $3.128 million ACC jurisdictional expense requested by APS 

for amortization over a three-year period of the $10.099 rniIfion cost of APS' 2010 non- 

voluntary severance program.36 As explained in the response to STF 25.6(d), APS has 

requested that $3.366 million of the $10.099 million associated with the 2010 non- 

voluntary severance program remain in the test year, for one year of an APS-proposed 

three-year amortization of such severance costs. 

Staff has removed this prospective amortization because the first year savings identified 

by APS of $23.446 million in total, and approximately $1 1.5 million of APS O&M 

expense savings and $3.9 million of APS capital savings, are sufficient to have fully 

amortized the $10.099 million severance cost during the first full annual period during 

which such savings were realized. Staff's analysis indicates that a one-year amortization 

from April 201 1 through March 2012 is sufficient to fully amortize such cost against the 

realized savings. Consequently, no remaining unamortized balance should remain by July 

1, 2012, the approximate date on which new base rates for APS from the current APS rate 

case would become effective. The APS request for $3.366 miIIion of prospective 

35 This need not take the form of a complete new depreciation rate study, but could be in the form of a Technical 
Update, focusing on Account 370 (and any other accounts that had experienced significant changes). 
36 These amounts are confirmed in APS' response to SIT 25.8. 
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amortization of this cost is unwarranted because the savings reaIized by APS will have 

enabled the full amortization of the severance costs prior to the effective date of new rates 

in the current APS base rate case. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Did APS file a request for an accounting deferral or establish a regulatory asset 

related to the $10.099 million of 2010 non-voluntary severance program cost? 

No. As explained in the Company’s response to STF 25.5@), APS did not file a request 

for accounting deferrals or establish a regulatory asset related to the $1 0.099 million. APS 

has requested that the $10.099 miIIion be amortized over a 3-year period to match the cost 

against the benefit. 

When did APS experience the benefit of the 2010 non-voluntary severance program? 

APS began experiencing the benefit of the 2010 non-voluntary severance program as its 

work force was down-sized during the period January 2010 through March 201 1. APS’ 

response to STF 25.5(a) identifies the monthly work force changes and states that during 

the period January 2010 through March 2011 the total number of APSPNW regular 

employees was reduced by a net 259 employees, as a combination of voluntary employee 

terminations and non-voluntary terminations, offset by employee new hires. 

What amount of total first year savings for the severance program has APS 

identified? 

APS’ response to STF 25.5(b) has identified first year savings of $23.446 million. 

I 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

15 

2( 

21 

2; 

2: 

2 L  

2: 

Direct Testimony of Ralph C. Smith 
Docket No. E-01345A-11-0224 
Page 69 

Q- 

A. 

Q- 

A. 

Q- 
A. 

What calendar period has APS identified as the “first year” in which APS is realizing 

those savings? 

APS’ response to STF 25.5(d) states that the first full year of savings is for the 12 month 

period April 20 1 I through March 201 2. 

How much O&M expense and capital cost savings attributable to the severance is 

being realized by APS during that “first year” period of April 2011 through March 

2012? 

APS’ response to STF 25.5(g) indicates that of the $23.446 million total savings, 

approximately $1 1.5 million relates to APS O&M savings and $3.9 million relates to APS 

capital savings, with the remainder relating to amounts billed to participants in jointly 

owned facilities. 

What does Staff propose? 

Staff proposes that the amortization of the $10.099 million 2010 non-voluntary severance 

program cost commence when APS began realizing the savings. Coordinating the 

amortization of the 2010 severance cost with the realization by APS of such savings 

results in a conclusion that there is no remaining unamortized amount left when new base 

rates for APS in the current rate case would take effect. The $1 1.5 million APS O&M 

savings and $3.9 million APS capital savings identified by the Company as being realized 

for the first year, April 2011 through March 2012, are sufficient to fully amortize the 

$10.099 million cost by March 2012, if not sooner, indicating that there should be no 

remaining unamortized cost existing by July 1, 2012 when new base rates for APS have 

been anticipated to be in effect. Consequently, the prospective $3.366 million amortization 

proposed by APS, which is $3.128 million on an ACC jurisdictional basis, has been 
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removed from test year operating expenses, as shown on Attachment RCS-2, Schedule C- 

12. 

C-13. 

Q- 
A. 

Q. 

A. 

Q. 
A. 

Directors and OBcers ' Liability Insurunce Expense 

Please explain Staff Adjustment C-13. 

This adjustment is shown on Attachment RCS-2, Schedule C-13 and removes one-half of 

the Directors and Officers' Liability Insurance expense and reduces jurisdictional test year 

O&M expense by $550,000. The removal of one-half of this expense reflects an equal 

(i.e., 50/50) sharing of the cost for this insurance between shareholders and ratepayers. 

Why should the cost of the D&O insurance expense be shared between shareholders 

and ratepayers? 

This type of insurance coverage usually comes into play when a shareholder sues the 

officers and directors of a public company, such as APS' parent company, Pinnacle West. 

Thus, it helps protect the officers and directors from the costs of a shareholder lawsuit. 

Shareholders benefit from payouts under the policy that would reduce the cost not 

recoverable from ratepayers. On the other hand, ratepayers benefit from this because 

having such insurance improves the ability of the publicly traded parent corporation to 

attract and retain qualified directors and officers and enables the directors and officers to 

make decisions without fear of personal liability. Consequently, it is reasonable for 

shareholders to bear some of the cost for the D&O Insurance. 

Was this adjustment made in APS' last rate case? 

To my knowledge it was not. 
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Q. 

A. 

Q. 

A. 

Did Staff recommend a similar adjustment in Southwest Gas’ most recent Arizona 

rate case? 

Yes. A similar adjustment was also made in Southwest Gas’ most recent Nevada rate 

case, Nevada PSC Docket No. 09-04003, and adopted by the Nevada Commission in an 

order dated October 29, 2009. Southwest’s D&O Insurance expense is a “system 

allocable” expense, meaning that it is incurred at Southwest’s corporate headquarters and 

the cost is allocated to the divisions. Thus, a portion of the same Southwest D&O 

Insurance expense that was recently disallowed in Nevada was being allocated to Arizona, 

and was adjusted for 50/50 sharing by Staff in SWG’s most recent Arizona rate case, 

Docket No. G-01 151A-10-0458.37 

Have other regulatory commissions besides Nevada made a similar adjustment for 

sharing of D&O Liability Insurance Expense between shareholders and ratepayers? 

Yes. The Nevada Commission order in Southwest Gas’ last rate case, at page 47, 

paragraph 157, cites two states (Arkansas and California) that have required a sharing of 

D&O Liability Insurance Expense between ratepayers and shareholders on a 50-50 basis.38 

We are aware that at least two other commissions (Connecticut and Florida) have made 

adjustments for a ratepayer and shareholder sharing of D&O Insurance expense. 

Connecticut has required shareholders to share a portion of the cost of D&O Insurance 

expense, with the shareholder portion varying from 50 percent to 75 percent in different 

cases. 

37 Southwest Gas’ most recent rate case resulted in a settlement being reached by most of the parties to that case, 
which incorporated this Staff adjustment; however, a final decision has not yet been issued by the Commission in that 
case. 
38 To date, we have not located the Arkansas and California commission orders which required that sharing. 
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Q- 

A. 

Q- 

A. 

Q. 
A. 

Have you included an attachment with excerpts from the orders of which you are 

aware which have made such findings concerning sharing of D&O Insurance 

Expense between shareholders and ratepayers? 

Yes. 

located. 

Attachment RCS-5 contains excerpts from such orders that we have currently 

Please summarize the adjustment to expense for D&O Insurance sharing between 

shareholders and ratepayers. 

As shown on Schedule C-13, APS’ proposed test year expense for D&O Insurance of 

$1.170 million should be reduced by $585,000 to reflect an allocation of 50 percent ofthis 

expense to shareholders. The ACC jurisdictional adjustment to expense is a reduction of 

$550,000. 

Is there a related adjustment to rate base? , 

No. APS’ response to STF 21.6(a) indicated that it expenses D&O Insurance as incurred 

and did not include a rate base item for prepaid D&O insurance. 

C-14. Annual Incentive Compensation 

Q. 
A. 

Please explain Staff Adjustment C-14. 

This adjustment is shown on Attachment RCS-2, Schedule C-14. The adjustment fust 

normalizes the test year annual incentive compensation expense amount based on an 

average of the last three years, 2008 through 2010. In comparison with the average, the 

2010 test year amount was significantly higher. This adjustment then removes 50% of a 

normalized level of expense related to APS’ annual incentive compensation to reflect the 

sharing of that expense between shareholders and ratepayers. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Please explain the reason for removing 50 percent of the normalized incentive 

compensation expense. 

In general, incentive compensation programs can provide benefits to both shareholders 

and ratepayers. The removal of 50 percent of the incentive compensation expense, in 

essence, provides an equal sharing of such cost, and therefore provides an appropriate 

balance between the benefits attained by both shareholders and ratepayers. Both 

shareholders and ratepayers stand to benefit from the achievement of performance goals. 

Moreover, there is no assurance that the award levels included in the Company’s proposed 

or Staff‘s normalized expense (before sharing) will be repeated in future years. 

What is the result of Staff adjustment C-14? 

Test year expense for incentive compensation proposed by APS is reduced by $20.370 

million on a total Company basis and by $1 8.930 million on an ACC jurisdictional basis. 

What was APS’ incentive compensation expense in the 2010 test year, and how did 

that compare with prior years? 

The table below shows the amounts of incentive compensation charged to O&M for each 

year 2005 through 2007, which were provided in APS’ response to STF 19.17 from APS’ 

last rate case and for years 2008 through 2010 as provided in APS’ response to STF 22.2 

in the current case: 

- Year Total Company ACC Jurisdictional 
2005 $21.752 million $20.522 million 
2006 $21.005 million $19.842 million 
2007 $28.342 million $26.470 million 

[BEGIN CONFIDENTIAL 

[END CONFIDENTIAL] 



I 

I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

1: 

1L 

If 

1t 

1‘ 

1: 

l! 

21 

2 

I 2 

2 

I 2 
I 

~ 

Direct Testimony of Ralph C. Smith 
Docket No. E-01345A-11-0224 
Page 74 

The 2010 test year amount is significantly higher than the comparable amounts from prior 

years. 

Q. How much of APS’ 2010 test year incentive compensation expense was for Officers 

and Senior Management? 

It appears that the officers’ portion of test year incentive compensation expense was A. 

approximately [BEGIN CONFIDENTIAL.] 1-1 
[END 

COR’FIDENTIAL] 

Q. Has APS identified the amount of incentive cornpensation related to front line and 

non-senior management? 

A. APS has identified that [BEGIN CONFIDENTIAL] fi 
[END CONFIDENTIAL] is for front line and non-senior management. 

Q. 

A. 

Please briefly discuss the key provisions of APS’ Annual Incentive Plan. 

APS’ 201 1 Annual Incentive Award Program (ALA) was provided in response to STF 1.16 

as CONFIDENTIAL APS14212. The 2011 AIA is comprised of [BEGIN 

CONFIDENTIAL] 

”Per APS’ response to STF 20.8, APS14893. 
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Q. You stated that the AIA is comprised of three components. Please discuss the 

[BEGIN CONFIDENTIAL] - [END 

C 0 NFIDENTIAL] 

Per APS14212, page 2 of 17: A. 

[BEGIN CONFIDENTIAL] 

m 
[END CONFIDENTIAL] 

Q. Please discuss the [BEGIN CONFIDENTIAL] - - [END CONFIDENTIAL,] of APS’ 2011 AIA. 

The [BEGIN CONFIDENTIAL] - [END A. 

CONFIDENTIAL] is described in APS14212, page 2 of 17, as follows: 

[BEGIN CONFIDENTIAL] 
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Q. 

A. 

Q. 

A. 

Q. 
A. 

[END CONFIDENTIAL] 

How does the third component, the - [END CONF 

incentive award? 

[BEGIN 

DENTIA 

It doesn't. The achievement of the [BEGIN CONFID 

CONFIDENTIAL] 

,] affect the calculated total 

:NTIAL] - - [END CONFIDENTIAL] goals determines the total calculated incentive 

award, and the [BEGIN C O - F I D E N T U ]  [END 

CONFIDENTIAL] affects the amounts received by individual employees. 

Has AF'S listed the [BEGIN CONFIDENTW] I-, 
[END CONFIDEhTIAL] on which the [BEGIN CONFIDENTIAL] - - [END COKFIDER'TIAL] of the MA is predicated? 

Yes, those items are listed on APS14212, pages 4-7 of 17, which is reproduced in 

Attachment RCS -4. 

Do APS' shareholders and customers both benefit from its AIA goals? 

Yes. As noted above, the primary purpose of the APS performance portion of the AIA is 

to emphasize the importance of the Company's earnings. For an AIA award to occur, 

, APS' earnings must exceed a threshold level. [BEGIN CONFIDENTIAL] - 
[END CONFIDENTIAL] measures include a variety 

of measures, including ' shareholder value-oriented goals and customer satisfaction, 
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indicating that there are benefits to both shareholders and customers from the achievement 

of AIA Business Unit goals that result in the payment of incentive compensation. 

Q. 

A. 

Q- 

A. 

Was an equal sharing of APS’ cash-based incentive compensation expense required 

in APS’ last litigated rate case? 

No. In APS’ last litigated base rate case, Docket No. E-01345A-05-0816, only stock- 

based compensation was removed. However, in APS’ last base rate case, Docket No. E- 

01345A-08-0172, Staff made an adjustment to share on a 50/50 basis between 

shareholders and ratepayers APS’ cash-based incentive compensation expense. That Staff 

adjustment was incorporated into the development of the allowed revenue requirement for 

APS in that proceeding. 

Was an equal sharing of incentive compensation expense ordered in Commission 

decisions in other rate cases involving Arizona utilities? 

Yes. In Decision No. 7001 1 (November 27, 2007), in the UNS Gas, Inc. rate case, Docket 

No. G-04204A-06-0463, the Commission stated on page 27 that: 

We believe that Staffs recommendation provides a reasonable balancing of 
the interests between ratepayers and shareholders by requiring each group 
to bear half the cost of the incentive program. 

In Decision No. 70360 (May 27, 2008), in a UNS Electric, Inc. rate case, Docket No. E- 

04204A-06-0783, the Commission stated at page 21 that: 

Consistent with our finding in the UNS Gas rate case (Decision No. 7001 1, 
at 26-27), we believe that StafF s recommendation provides a reasonable 
balancing of the interests between ratepayers and shareholders by requiring 
each group to bear half the cost of the incentive program ... Given that the 
arguments raised in the UNS Gas case are virtually identical to those 
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.- 

presented in this case, we see no reason to deviate from that recent 
decision. 

In Decision No. 68487 (February 23, 2006), in a Southwest Gas Company rate case, 

Docket No. G-01551A-04-0876, the Commission stated at page 18 that: 

We believe that Staffs recommendation for an equal sharing of the costs 
associated with MIP compensation provides an appropriate balance 
between the benefits attained by both shareholders and ratepayers. 

In Decision No. 70665 (December 24,2008) in a Southwest Gas rate case, Docket No. G- 

0155 1A-07-0504, the Commission stated at page 16: 

In the last Southwest Gas rate case, as well as several subsequent cases: 
we disallowed 50 percent of management incentive compensation on the 
basis that such programs provide approximately equal benefits to 
shareholders and ratepayers because the performance goals relate to 
financial performance and cost containment goals as well as customer 
service elements. (Decision No. 68487 at 18.) In that Decision, we stated: 

In Decision No. 64172, the Commission adopted Staff's 
recommendation regarding MIP expenses based on Staffs claim 
that two of the five performance goals were tied to return on 
equity and thus primarily benefited shareholders. We believe 
that Staffs recommendation for an equal sharing of the costs 
associated with MIP compensation provides an appropriate . 
balance between the benefits attained by both shareholders and 
ratepayers. Although achievement 'of the performance goals in 
the MIP, and the benefits attendant thereto, cannot be precisely 
quantified there is little doubt that both shareholders and 
ratepayers derive some benefit from incentive goals. Therefore, 
the costs of the program should be borne by both groups and we 
find Staffs equal sharing recommendation to be a reasonable 
resolution. 

(Id.) We believe the same rationale exists in this case to adopt the position 
advocated by Staff and RUCO to disallow 50 percent of the Company's 
proposed MIP costs? 
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’See UNS Gas, Inc., Decision No. 70011 (November 27, 2007) at 27; Arizona Public 
Service Co., Decision NO. 69663 (June 28, 2007) at 27; and UNS Electric, Inc., Decision 
No. 70360 (May 27,2008) at 21. 

40n the same basis, we will also disallow 100 percent of the Southwest Gas stock 
incentive plan (“SIP”). The costs related to similar incentive plans were recently rejected 
for APS and UNS Electric. (See Ex. S-12 at 32-34.) As was noted in the APS case, stock 
performance incentive goals have the potential to negatively affect customer service, and 
ratepayers should not be required to pay executive compensation that is based on the 
performance of the Company’s stock price. (Decision No. 69663 at 36.) 

In Decision No. 71623 (April 14,201 0)  in a UNS Gas rate case, Docket No. G-04204A- 

08-0571, the Commission stated at 30-3 1: 

We believe that the Staff and RUCO recommendations, to require a 50/50 
sharing of incentive compensation costs, provides a reasonable balancing 
of the interests between ratepayers and shareholders. The equal sharing of 
such costs recognizes that the program in comprised of elements that relate 
to the parent company’s financial performance and cost containment goals, 
matters that primarily benefit shareholders, while at the same time 
recognizing that approximately 40 percent of the program’s incentive 
compensation is based on meeting customer service goals. This offers the 
opportunity for the Company’s customers to benefit from improved 
performance in that area. 

Therefore, consistent with the recent cases cited above, we will adopt the 
recommendation of Staff and RUCO on this issue. 

In Decision No. 71914 (September 30, 2010), in a UNS Electric, Inc. rate case, Docket 

No. E-04204A-09-0206, the Commission stated at pages 28-29 that: 

UNSE ... argues that its PEP is very similar to Arizona Public Service 
Company’s (APS) cash-based incentive compensation plan which the 
Commission allowed recovery of in Decision No. 69663 (June 28, 2007). 

Staff and RUCO recommended that the Commission disallow 50 percent of 
the PEP costs, consistent with the Commission’s previous treatment of this 
expense. . . . 
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We believe that the Staff and RUCO recommendations, to require a 50150 
sharing of incentive compensation costs, provide a reasonable balancing of 
the interests between ratepayers and shareholders. The equal sharing of 
such costs recognizes that the program is comprised of elements that relate 
to the parent company’s financial performance and cost containment goals, 
matters that primarily benefit shareholders, while at the same time 
recognizing that a portion of the program’s incentive compensation is 
based on meeting customer service goals. This offers the opportunity for 
the Company’s customers to benefit from improved performance in that 
area. 

Therefore, consistent with the recent cases cited above, we will adopt the 
recommendation of Staff and RUCO on this issue . . ,. 

In Decision No. 71914, the Commission also disallowed UNSE’s expense for stock-based 

compensation. 

Q. Please summarize Staffs recommendation concerning APS’ annual incentive plan 

compensation expense. 

Staff recommends a 50 percent sharing of normalized incentive compensation expense 

between shareholders and ratepayers. As shown on Attachment RCS-2, Schedule C-14, 

this results in a reduction to test year expense of $20.37 million on a total Company basis 

and $18.930 million on an ACC jurisdictional basis. 

A. 

C-15. Fossil Non-Plant Maintenance Expense 

Q. 

A. 

Please explain the adjustment for Fossil Non-Plant Maintenance Expense. 

As part of its adjustment to normalize fossil plant maintenance expense, using a six-year 

average of 2005 through 2010, APS had included an adjustment to increase O&M expense 

by $882,000 for fossil non-plant maintenance. This is maintenance that is not associated 

with a specific fossil-fuel fired generating plant. APS’ proposed adjustment represents a 

660 percent increase over the 2010 recorded amount of $1 16,000: 
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Fossil Non-Plant Maintenance Expense 
Percent 

Increase 
Over 20 10 

1836% 
761% 
4699 
3279 
5669 

The 2005 amount used in APS’ average for that of $2.246 million does not appear to be 

representative of current or ongoing experience, and includes costs that are not typically 

incurred. APS’ response to STF 25.21 states, for example, that: 

Year 2005 was $900,000 higher than other years because of $657,000 in 
incentive charged in that year plus a higher than average payroll accrual 
charged that year to department 9960 of $235,000 compared to the six year 
average of $55,000. 

The Staff adjustment shown on Attachment RCS-2, Schedule C-15, page 1, uses a five- 

year average of 2006 through 2010 for this, for a normalized allowance of $609,000. That 

reduces APS’ requested amount by $273,000 in total and by $266,000 on an ACC 

jurisdictional basis. 
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Fossil Plant Maintenance Expense for Four Corners Plant 

Q- 

A. 

Q. 

A. 

Q- 

A. 

Does Staff have any other concerns about APS’ requested amount for fossil plant 

maintenance expense? 

Yes. As shown on Attachment RCS-2, Schedule C-15, page 2, APS has requested an 

annual normalized O&M expense allowance of $22.759 million for maintenance on the 

Four Comers plant, including $16.775 million for Four Comers Units 1-3. The $16.775 

million Four Comers Units 1-3 maintenance expense amount includes $8.002 million for 

plant overhauls and $8.773 million for routine maintenance. APS has treated Four 

Comers Units 1-3 in other respects in its filing as units that are to be retired by the end of 

2012.4’ Since APS has represented that Four Comers Units 1-3 may be retired by the end 

of 2012, Staff is concerned about the $16.775 million annual maintenance expense amount 

that A P S  has requested for Four Corners Units 1-3 in terms of whether that expense is 

representative of ongoing operations. 

Does the normal overhaul and maintenance expense typically cease after a fossil unit 

is retired? 

Yes. APS’ response to STF 25.22(f), for example, states that: 

The normal overhaul and ongoing maintenance cycles would cease after a 
fossil unit has been retired. However, costs will be incurred after a plant 
ceases operation in order to perform activities to secure the unit in a safe 
condition until dismantlement and decommissioning. 

Are APS’ maintenance costs on the Four Corners plant a subject that is pending 

before the Commission in another docket? 

Yes. As explained in AI’S’ response to STF 25.22(e): 

40 See, e.g., APS’ response to data request STF 27.11, and APS’ depreciation rate study, sponsored by APS witness 
Ronald White, and the Direct Testimony of Dr. White at page 10. 
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APS’ deferral order proposed in Docket No. E-01345A-10-0474, would net 
any reduced costs of Units 1-3 with the acquisition of SCE’s share of Units 
4-5, thus providing customers the benefit of any cost offsets. Also, as 
stated in that Docket, Units 1-3 could continue running past the acquisition 
date to (1) allow for a transition period and (2) if favorable market 
conditions exist, A P S  could sell the output as off-system sales, crediting 
margins to customers through the PSA. 

Q. 

A. 

Has Staff made any pro forma adjustment to address Four Corners maintenance 

expense at this time? 

No. Given the uncertain status of the continued operation of Four Corners, particularly 

Units 1-3, and the related issues that are being addressed in Docket No. E-01345A-10- 

0474, including the accounting deferral sought by APS in that proceeding, Staff is not 

making any pro forma adjustment to address Four Comers maintenance expense at this 

time. 

C-I 7. Edison Electric Institute Dues 

Q- 
A. 

Q. 

A. 

Please explain the adjustment for Edison Electric Institute (“EEI”) Dues. 

This adjustment is shown on Attachment RCS-2, Schedule C-17 and reduces test year 

expense by $230,252 on a total Company basis and $216,273 on an ACC jurisdictional 

basis. 

How does your adjustment for Edison Electric Institute Dues compare with APS’ 

proposed treatment of such dues? 

It reflects the removal of 49.93 percent of EEI core dues, or $338,830 versus APS’ 

adjustment to only remove the lobbying portion, or $108,578, of such EEI core dues. APS 

indicated in its response to STF 1.36 on the workpaper designated APS14209, page 4 of 4, 

that it removed 16 percent of the EEI core dues (apparently only the direct lobbying 

portion). 
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Q. How did you determine the portion of EEI core dues that should not be charged to 

ratepayers? 

I obtained a classification by NARUC category for EEI Core Dues activities for the year 

ended December 31, 2005. This is shown on Schedule C-17, page 2. EEI Core Dues 

relating to the following activities should be excluded from rates: 

A. 

Legislative Advocacy 

Regulatory Advocacy 

Advertising 

Marketing 

rn Public Relations 

The sum of EEI Core Dues activities for these NARUC categories totals 49.93 percent, as 

shown on Schedule C-17, page 2. 

19 

20 
21 

15 

16 

17 

18 

a) Please provide the EEI budget for each year 2008, 2009,2010 and 
2011. 

Q. Why is 2005 EEI information being used as the basis for the disallowance 

percentage? 

In STF set 22, AF'S was asked to provide current information, but did not provide it. STF 

22.5 specifically asked APS to provide the following information: 

A. 

b) Please provide the EEI financial statements for each year 2008, 
2009,2010 and 201 1. 

24 
25 
26 
27 
28 

c) Does APS have any information breaking out EEI core dues 
activities by NARUC operating expense category, i.e., legislative 

, advocacy; legislative policy research; regulatory advocacy; 
regulatory policy research; advertising; marketing; utility operations 
and engineering; financial, legal planning and customer service; 

! 
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public relations; and other? If not, explain fully why not. If so, 
please provide the most current information APS has. 

APS’ response stated that: 

a) . APS does not receive copies of EEI’s budget. 

b) APS does not receive copies of EEI’s financial statements. 

c) EEI does not prepare a schedule of expenses by NARUC Category. 
Instead EEI provides a copy of a letter that identifies the percent of 
dues spent on legislative advocacy, which APS previously provided 
in response to Staff 1.36 as ASP14209. 

As a result of APS’ failure to provide the information requested in STF 22.5, Staff has 

concluded that APS has failed to justifjr inclusion in rates of any amount of EEI dues for 

regular activities above the 49.93 percent that is shown on Schedule C-13, page 2, and was 

the basis for Staff’s recommended disallowance of EEI core dues in APS’ last rate case, 

Docket No. E-0134519-08-0172. 

Q. 
A. 

What is the purpose of the NARUC-designated categorization of EEI expenditures? 

The purpose of the NARUC-designated categorization of EEI expenditures is to provide 

regulatory commissions with information that is useful in helping them decide which, if 

any, of the costs of the association should be approved for inclusion in utility rates. Often, 

state commissioners review the costs of the association charged or allocated to the utilities 

in their jurisdiction in accordance with the policies of their commission for treatment of 

costs directly incurred by the state’s utilities for similar activities. Certain expense 

categories may be viewed by some State commissions as potential vehicles for charging 

ratepayers with such costs as lobbying, advocacy or promotional activities which may not 

be to their benefit. The NARUC-designated categories of EEI expenditures are thus 

intended to be helpful to state utility regulatory commissions. 
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Q. Was this same percentage for the  EEI core dues disallowance used in any other 

electric utiIity rate cases of which you are aware? 

Yes. The Arkansas Public Service Commission in Docket No. 06-101-U, an Entergy A. 

Arkansas, Inc., rate case, in Order No. 10 (6/15/07) adopted a similar adjustment to reflect 

the disallowance of 49.93 percent of EEI core dues. 

In addition, in a proceeding before the Arizona Corporation Commission in Docket No. E- 

04204A-06-0783, a UNS Electric, Inc., rate case, in Order No. 70360 dated May 27,2008, 

the Commission stated in part: 

We agree with Mr. Smith’s assessment that the portions of the EEI dues 
related to legislative and regulatory advocacy, advertising, marketing and 
public relations should not be included in recoverable test year expenses in 
this case. We believe Staff raises a valid point regarding the nature of EEI 
core dues, and whether a higher percentage of such dues should be 
disallowed as related to activities that are not necessary for the provision of 
service to UNSE customers. We therefore adopt Staffs position on this 
issue. 

This 49.93 percent disallowance of EEI core dues corresponds to the above-identified 

activity categories. 

THE COMPANY’S PROPOSED DEPRECIATION RATES 

Depre cia f io n Term in0 logy and Concepts 

Q. Before discussing specific issues associated with APS’ proposed depreciation rates, 

could you please provide your understanding of some basic depreciation 

terminology? 

A. Yes, of course. 
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Q. 
A. 

Q. 
A. 

Q- 
A. 

Q. 
A. 

Q. 
A. 

What Commission rules address the treatment of depreciation? 

The Commission’s rules at R14-02-102 address the treatment of depreciation. The current 

version of the rules appear to have been adopted effective April 9, 1992. 

What is depreciation? 

The Commission’s rules at R14-2- 1 02(A)(3) define “depreciation” as “an accounting 

process which will permit the recovery of the original cost of an asset less its net salvage 

over the service life.” 

What is net salvage? 

The Commission’s rules at R14-2-102(A)(5) define “net salvage” as “the salvage value of 

property less the cost of removal.” 

What is “salvage value”? 

The Commission’s rules at R14-2-102(A)(5) define “salvage value” as: 

the amount received for assets retired, less any expenses incurred in selling 
or preparing the assets for sale; of if retained, the amount at which the 
material recoverable is chargeable to materials and supplies, or other 
appropriate accounts. 

What is the “cost of removal”? 

The Commission’s rules at R14-2-102(A)(5) define the “cost of removal” as “the cost of 

demolishing, dismantling, removing, tearing down, or abandoning of physical assets, 

including the cost of transportation and handling incidental thereto.” 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

What is depreciation expense? 

Depreciation expense is a charge to operating expense to reflect the recovery of 

depreciabIe utility plant. Depreciation rates are applied to a utility’s depreciable utility 

plant to determine the amount of depreciation expense. Public utility depreciation expense 

is typically straight-line over the service life which results in an equal share of the cost of 

assets being assigned or allocated to expense each year over the service life of the assets. 

A service life is the period of time during which depreciable plant and equipment is in 

service. 41 

What is depreciable utility plant? 

Public utilities record their plant investment activity in the individual plant accounts set- 

forth in the Federal Energy Regulatory Commission’s (“FERC”) Uniform System of 

Accounts (“USOA”). Plant additions, retirements and balances are maintained by plant 

account. An annual addition is the original cost of plant added to the account during the 

year. A retirement is recorded in the plant account by removing the original cost of a prior 

addition when such plant is removed from service. The plant balance is what is left at the 

end of an accounting period after accounting for additions and retirements. 

How is the annual depreciation expense calculated? 

Annual depreciation expense, called an accrual, is calculated by applying a depreciation 

rate to plant balances. 

Is the depreciation accrual a cash expense? 

No. Depreciation is considered a non-cash expense. 

41 National Association of Regulatory Utility Commissioners Public Utility Depreciation Practices, August, 1996. 
(‘“ARUC Depreciation Manual”), p. 321. Also, Commission Rule R14-2-102, which defines “service life” as “the 
period between the date an asset is first devoted to public service and the date of its retirement from service.” 
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Q- 
A. 

Q. 
A. 

Please explain the distinction between a cash and non-cash expense. 

Depreciation expense is considered a non-cash accrual. This contrasts with payroll 

expense, for example, which involves the current outlay of cash. Depreciation expense 

does not involve a specific payment during the test-year. Both depreciation and payroll are 

included as expenses in the income statement and revenue requirement, but no cash flows 

out of the company for depreciation expense. Instead of reducing the cash account, 

depreciation expense is recorded on the income statement as an expense and is 

simultaneously recorded on the balance sheet in the accumulated depreciation account; 

which is shown as an offset to plant in service. The following accounting entries illustrate 

the difference: 

What is the Accumulated Depreciation account? 

Accumulated Depreciation, Account 108 in the USOA, is a record of the previously 

recorded depreciation expense. At any point in time, the accumulated depreciation account 

represents the net accumulated amount of the original cost of assets and net salvage that 

has been recovered to date. From a regulatory perspective, Accumulated Depreciation can 

be considered a measure of the depreciation recovered from ratepayers. Commission Rule 

R14-2- 102 defines “accumulated depreciation” as “the sum of the annual provision for 

depreciation from the time that the asset is first devoted to public service.” 
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Q- 
A. 

Q. 
A. 

Q. 
A. 

Q- 

A. 

How does depreciation expense impact a utility’s revenue requirement? 

Annual depreciation expense is a cost that is included in a public utility’s revenue 

requirement. Because public utilities tend to be capital intensive, depreciation expense 

can be a significant component of the utility’s revenue requirement. 

What is the objective of depreciation expense? 

From a regulatory perspective, the objective of public utility depreciation is straight-line 

capital recovery. This is accomplished by allocating the original cost of assets to expense 

over the lives of those assets through the application of depreciation rates to plant 

balances. Additionally, many state regulatory commissions, including the ACC, have 

allowed utilities to recover through the commission-authorized depreciation rates, the 

utility’s estimated future cost of removal, which is part of the net salvage component of 

the depreciation rates. 

Please explain the concept of remaining life depreciation. 

The remaining life technique incorporates accumulated depreciation into the numerator of 

the equation, and the denominator becomes the remaining life rather that the whole life of 

the asset. 

Can you provide a similar illustration of how accumulated depreciation is 

incorporated into the numerator of the basic depreciation calculation? 

If a 10-year asset is 3 years old, its remaining life would be 7 years (10 - 3 = 7). The 

accumulated depreciation account would be 30% of the original cost because the 10% 

depreciation rate would have been applied for three years (3 x 10% = 30%). The 

remaining life depreciation rate would then be lo%, calculated as follows: 
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8 

9 

10 

APS’ Proposed New Depreciation Rates 

Q. 

A. 

How has APS requested new depreciation rates in the current case? 

APS witness Ronald White sponsors a 201 1 Depreciation Rate Study for APS, which is 

presented in Attachment REW-2 to his direct testimony. 

Under an example with an assumed 55% negative net salvage, and a 7-year remaining life, 

the results would be a 15.5% depreciation rate, as shown below: 
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Q- 

A. 

Q. 

A. 

How were U S ’  depreciation rates modified in its last rate case, Docket No. E- 

01345A-08-0172? 

In its last rate case, APS’ depreciation rates were modified in a depreciation study 

sponsored by APS’ witness Dr. White. In that case, Staff concluded that, with the 

exception of the Company’s proposed depreciation rates for account 370.0 1 electronic 

meters, the depreciation rates proposed by APS were developed in a manner that is 

consistent with the Commission’s rules for depreciation rates. Additionally, APS applied 

for and was granted an operating license extension for the Palo Verde Nuclear Generating 

Station. The estimated impact of that license extension on Palo Verde depreciation rates 

was addressed in the Settlement Agreement in Docket No. E-01345A-08-0172.42 

Please discuss the Company’s proposed depreciation rates and how they were 

derived . 
The new depreciation rates proposed by APS are summarized in Company witness Dr. 

White’s testimony and are shown in detail in his exhibit, Attachment REW-2. APS’ new 

depreciation rates are the result of a depreciation study prepared by Dr. White’s firm, 

Foster Associates, Inc., entitled “201 1 Depreciation Rate Study” which is Attachment 

REW-2. With the exception of selected general support asset categories for which 

amortization accounting has been approved, the Company’s proposed rates were 

developed using a depreciation system composed of the straight-line method, vintage 

group procedure and remaining life technique. A P S  has developed its proposed 

depreciation rates for production facilities by unit and by type of plant in service at each 

unit. This appears consistent with the development of depreciation rates for APS that was 

accepted by the Commission in APS’ prior rate cases, Docket Nos. E-01345A-03-0437 

and E-O1345A-08-0172. 

42 See, e.g., Decision No. 71448, Settlement Agreement, Section XI at page 10. 

._ ~ _ _ _  
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APS’ proposed depreciation rates also reflect a redistribution of recorded reserves. It is 

generally considered appropriate and consistent with group depreciation theory to 

periodically redistribute or rebalance recorded reserves among the various primary 

accounts based upon more current estimates of retirement dispersion and net salvage rates. 

Statement C of Exhibit REW-2 provides a comparison of recorded, computed and 

redistributed reserves at December 31, 2010. The recorded reserve of $4.210 billion was 

3 8.2 percent of the depreciable plant investment. The corresponding computed reserve of 

$3.367 billion is 30.6 percent of the depreciable plant investment. A proportionate 

amount of the.measured reserve imbalance of $842.1 million is amortized over the 

composite weighted-average remaining life of each rate category using the remaining life 

depreciation proposed in the study. 

APS’ depreciation rates also include amortization accounting for various general plant 

accounts. 

Q. 
A. 

What impact do the new depreciation rates proposed by APS have? 

As summarized on page 13 of Dr. White’s testimony, based on December 31, 2010 plant 

investment, the new depreciation rates proposed by APS for APS plant decrease 

depreciation expense by $41.301 million (from $305.368 million at present rates to 

$264.067 million at APS’ proposed rates). Of the 170 plant accounts studied in the 201 1 

study, APS proposes depreciation rate reductions for 97 accounts and increases for 73 

accounts.43 

43 See, e.g., Attachment R?ZW-2,2011 Depreciation Rate Study, page 4. 
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On a composite basis44, the Company’s proposed new rates for APS plant produce a 

decrease of 0.37 percentage points, from the current composite rate of 2.77 percent to a 

composite at new rates of 2.40 percent. 

Q. Are there particular aspects of APS’ proposed depreciation rates which warrant 

further discussion? 

Yes. In particular, APS’ proposed new depreciation rates for meters, APS’ depreciation 

changes related to the Four Corners plant, and depreciation changes related to the 

operating license extension obtained by APS for the Palo Verde Nuclear Generating 

Station would appear to warrant further discussion. I address each of these areas below. 

A. 

APS Proposed Depreciation Rates for Meters 

Q.  
A. 

Please discuss APS’ depreciation proposal for meters. 

As discussed in APS’ last rate case, Docket No. E-01345A-08-0172, APS has committed 

to a program of replacing electronic and electromechanical meters (Accounts 370.01 and 

370.02, respectively) with Advanced Metering Infrastructure (Meters-AMI, Account 

370.03). 

APS’ 201 1 depreciation study shows no investment remaining in Account 370.02, 

electromechanical meters. 

APS proposes to reduce the depreciable life for electronic meters (Account 370.01) and 

for Meters-AMI (account 370.3) from the current life of 26 years to a new life of only 15 

years. Primarily related to this proposed service life shortening, APS proposes to increase 

the depreciation rate for electronic meters (Account 370.01) and for Meters-AMI (account 

44 Id, at page 3. APS does not apply its depreciations on a composite basis; this information is for comparative 
purposes only. 
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370.3) from the current rates of 3.68 percent and 3.82 percent, respectively, to new A P S -  

proposed rates of 6.21 percent and 6.53 percent, respectively?’ 

Q. Does Staff agree with APS’ proposal to shorten the average service life for meters 

from the current life of 26 years to a new life of only 15 years? 

No. Staff disagrees with that proposed change and recommends that the current average 

service life of 26 years for meters continue to be used. Section C-1 1 of my testimony, on 

A. 

pages 61-67, presents the reasons for this recommendation, and the related Staff 

adjustment to depreciation expense. 

Four Corners Related Depreciation Changes 

Q. 

A. 

What ownership changes for the Four Corners coal-fired power plant are currently 

pending? 

Four Comers is a five-unit coal-fired power plant located in the northwestern comer of 

New Mexico. APS owns 100 percent of Four Comers Units 1-3 and 15 percent of Four 

Comers Units 4 and 5. In November 2010, A P S  and Southern California Edison entered 

into an asset purchase agreement providing for the purchase by APS of SCE’s 48 percent 

interest in Units 4 and 5. A P S  has indicated that completion of the purchase by APS is 

expected to occur in the second half of 20 12, and is conditioned upon receipt of regulatory 

approval by the ACC, the California Public Utilities Commission and the FERC, and the 

execution of a new coal supply contract, and other typical closing conditions. 

APS has announced that, if APS’ purchase of the SCE interests in Four Comers Units 4 

and 5 is consummated, APS will close Units 1, 2 and 3 at the plant. These events will 

__ 
45 See, e.g., Attachment REW-2, page IS. The new A P S  proposed depreciation rate for electronic meters is based on 
a 6.24 percent rate for investment cost recovery and a negative 0.03 percent net salvage rate. 
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change the plant's overall generating capacity from 2,100 MW to 1,540 MW and APS' 

entitlement from the plant from 791 M W  to 970 MW. 

Q. 

A. 

How did the APS depreciation study reflect the proposed purchase of Four Corners 

Units 4 and 5, and the subsequent shutdown of Units 1 through 3? 

The APS depreciation study only uses the Four Comers plant balances for the current APS 

ownership share. APS reflected the proposed closure of Four Comers Units 1-3 by setting 

the rebalanced depreciation reserves for Four Comers Units 1-3 equal to computed 

reserves derived from an estimated 2012 year of shutdown. Estimated dismantlement 

costs for Units 1-3 were added to the estimated dismantlement costs for Units 4 and 5 ,  and 

reserves were rebalanced over all steam production units. This treatment marginally 

increased the unrecovered investment in plants other than Four Corners and allocated the 

unrecovered investment in Four Comers Units 1-3 over the longer estimated average 

remaining lives of other steam units.46 Based on the proposed retirement of Four Corners 

Units 1-3 by the end of 2012, APS decreased the annual depreciation accrual for those 

units from $24.630 million at current depreciation rates to zero at APS' proposed rates.47 

As shown on page 75 of the depreciation study, the anticipated year of retirement 

for Four Comers Units 1-3 was adjusted from 2016 to 2012. With respect to Four Corners 

Units 4 and 5 and Four Comers common plant, the APS depreciation study, at page 75, 

reflected a revision of the anticipated retirement year from 201 6 to 2038. 

As shown on page 28 of the depreciation study, APS has reduced the annualized 

depreciation accrued for Four Comers, Units 1-3, from $24.630 miIIion at current rates to 

zero at proposed depreciation rates. 

See, e.g., Direct Testimony of APS witness Ronald White at page 10. 
41 See, eg., Attachment REW-2, page 28. 
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Q. 

A. 

Does Staff generally agree with APS’ proposed depreciation changes relating to Four 

Corners? 

Yes. While there continues to be some uncertainty as to the ownership changes related to 

Four Comers which will likely affect the remaining service lives, APS’ proposed 

depreciation changes relating to Four Comers appear to be generally reasonable based on 

currently available infonnation. The depreciation changes APS has proposed related to 

Four Comers also -appear to be consistent with APS’ announced closure of Four Comers 

Units 1-3 and a life extension of Four Comers Units 4 and 5, if APS’ proposed purchase 

of SCE’s interests in Units 4 and 5 is consummated. However, if that purchase is not 

consummated or if other information becomes available indicating that a different 

operating life scenario is more likely, the Four Comers depreciation impacts may need to 

be revised. 

Palo Verde Nuclear Generating Station Operating License Extension 

Q. 

A. 

Q. 

A. 

How did the APS depreciation study reflect the Palo Verde Nuclear Generating 

Station operating license extension? 

As shown on pages 76-77 of the depreciation study, the anticipated year of retirement for 

each of the Palo Verde generation units, and for the Palo Verde water reclamation system 

and common plant was also extended by 20 years beyond the retirement dates that had 

been used prior to the operating license extension. 

Does Staff concur with the Palo Verde related depreciation changes proposed by 

APS? 

Yes. 
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Staf Recommendation on Depreciation Rates 

Q. 
A. 

How should the depreciation rates proposed by APS be adopted for use in this case? 

With the exception of Account 370.01, Electronic Meters, and Account 370.03, AMI 

Meters, the depreciation rates proposed by APS presented in Dr. White’s Attachment 

REW-2 should be adopted for use in this case.48 The depreciation rates proposed by APS 

were developed in a manner that is consistent with the Commission’s rules for 

depreciation rates. My review of the details provided in Dr. White’s Attachment REW-2 

and other information indicates that those new rates proposed by APS are consistent with 

a reasonable approach to updating the depreciation rates that the Commission approved in 

Decision Nos. 67744,69663 and 71448. I discuss the reasons for rejecting APS’ proposed 

depreciation rate changes for electronic and AMI meter plant in Accounts 370.01 and 

370.03, respectively, in my testimony on pages 61-67, in conjunction with Staff 

adjustment C-1 1. 

SPECIAL RATEMAKING TREATMENT FOR IMPACT OF APS’ ACQUISITION OF 

SCE’S OWNERSHIP INTEREST IN FOUR CORNERS UNITS 4 AND 5 

Q. How could APS’ ownership in Four Corners generating units be affected by its 

potential acquisition from Southern California Edison of SCE’s interests in Four 

Corners, Units 4 and S? 

As described above in my discussion of depreciation rates, APS currently owns 15 percent 

of Four Corners Units 4 and 5 ,  and has announced an agreement with SCE to acquire 

SCE’s 48 percent interest in those units. APS owns 100 percent of Four Comers Units 1, 

2, and 3, which are older less efficient generating units, and has announced its intention to 

retire those older units if its acquisition of SCE’s ownership interests in Four Comers 

Units 4 and 5 is consummated. 

A. 

48 An additional adjustment may also be needed for the prospective annual depreciation of the Four Corners 
generating plant if APS’ proposed acquisition of SCE’S interest in Four Comers Units 4 and 5 is not consummated. 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

What ratemaking treatment has APS requested related to its potential acquisition of 

SCE’s interests in Four Corners, Units 4 and 5? 

APS has asked for approval of new depreciation rates which reflect an extended service 

life for Four Corners, Units 4 and 5,  that would apply in the event that APS acquires these 

units. APS has also reflected the cessation of annual depreciation accruals for Four 

Comers Units 1-3 based on its proposal to retire those units by the end of 201 2. 

In the current base rate case, APS has included in rate base only the cost for the share of 

Four Comers that APS already owns. A P S  has not proposed to include its cost of 

purchasing the SCE 48 percent interest in Four Comers Units 4 and 5 in its rate base in the 

current base rate case. 

However, APS proposes in its rate case that the costs associated with acquiring SCE’s 

ownership interest in those units would be recovered through APS’ proposed 

Environmental and Reliability Account (“ERA.”) mechanism. Pursuant to that 

mechanism, APS’ rates would be adjusted in the year after the units were acquired. 

Is Staff recommending approval of APS’ proposed ERA? 

No, as described in the Direct Testimony of Staff witness McGany, Staff recommends 

that the Company’s proposed ERA should be rejected. 

Is APS’ acquisition of SCE’s interest ih Four Corners Units 4 and 5 a “known and 

measurable” change for purposes of determining AF’S’ rate base in this proceeding? 

No. APS’ application (Docket NO. E-O1345A-10-0474) to acquire SCE’s interest in Units 

4 and 5 and its related proposal to shut down Units 1’2, and 3 has not yet been approved. 

A P S  projects that the proposed transaction may be consummated in the second half of 
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A. 

Q. 

A. 

2012, pending receipt of regulatory approvals. Because of the uncertainty associated with 

APS’ acquisition and the resultant fate of the Four Comers plant, it would be inappropriate 

to include costs for APS’ acquisition of SCE’s ownership interests in Units 4 and 5 in (or 

to correspondingly remove Units 1’2, and 3 from) APS’ rate base at this time. 

How does this affect the timing of APS’ ability to recover the costs of these units if 

APS proceeds with the acquisition? 

Ordinarily, APS would have to wait until its next rate case, at which time the Company 

would ask to have its cost of acquiring SCE’s ownership interests in Four Comers Units 4 

and 5 included in rate base and presumably to have Units 1, 2, and 3 removed from rate 

base. Assuming that the transaction was found to be prudent, APS would begin 

recovering the costs of the acquired units at the close of its next rate case, i.e., once its 

new rates from that case become final. This is the normal procedure for ratemaking, and it 

would not be an inappropriate result in this situation. 

I would note that, in Docket No. E-O1345A-10-0474, APS has requested a deferral order 

for certain costs related to Four Corners, Units 4 and 5.  In that application, APS has also 

asked to defer certain costs related to the shutdown of Four Comers Units 1, 2 and 3. If 

that request were approved, APS would be able to seek recovery of those deferred costs in 

its next rate case as well. 

Is Staff recommending that the Commission consider another alternative for the 

ratemaking treatment for Four Corners, Units 4 and 5? 

Yes. For a number of reasons, Staff is recommending that the Commission consider 

holding this case open solely for the purpose of addressing the ratemaking treatment of 
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Four Comers. This would aIlow APS to seek to include the costs of these units in rates 

once it has acquired them, instead of waiting until its next rate case. 

Q. 
A. 

Q. 
A. 

Q- 

A. 

Q. 

A. 

Why is Staff making this recommendation? 

Staff believes that the posture of this case and the circumstances presented by it warrant 

consideration of this treatment. I would note that this recommendation is a departure from 

ordinary ratemaking procedures, and Staff would not make this recommendation absent 

compelling circumstances. 

What are the compelling circumstances? 

In the past, A P S  has had less than ideal credit ratings. In the last rate case, the parties 

entered a Settlement Agreement, which, among other things, sought to position A P S  to be 

able to improve its financial metrics. I would note that APS’ financial metrics appear to 

have improved, as discussed in the testimony of Staff witness Parcell. 

Are there benefits to ratepayers of APS’ maintaining an investment-grade credit 

rating? 

Yes. An investment-grade credit rating enables the Company to obtain capital at lower 

interest rates. These capital-cost savings are passed on to ratepayers in the form of lower 

rates. 

If APS’ credit metrics have improved, as you noted above, why is Staff 

recommending that the Commission consider special ratemaking treatment in the 

current APS rate case for the Four Corner’s acquisition? 

In this case, Staff has calculated a small revenue sufficiency, which would result in a base 

rate decrease for APS. On the other hand, if APS were to acquire SCE’s interest in Four 
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Corners, Units 4 and 5 ,  the Company could be subject to increased costs, which would not 

be recoverable under normal circumstances until APS' next rate case. Providing for a 

special ratemaking treatment may help APS not only in maintaining its investment grade 

bond ratings but also to acquire a resource that could produce substantial net benefits for 

APS' ratepayers versus other alternatives. Overall net savings are anticipated by APS to 
49 result from that acquisition. 

Some of <he cost decreases resulting from that acquisition, such as the lower fuel costs that 

APS projects5', would commence providing benefits to ratepayers through the operation 

of the PSA mechanism. However, as noted above, under ordinary ratemaking procedures, 

the Company would not be able to recover its cost of plant investment and related costs 

such as depreciation and property taxes until the conclusion of its next rate case. A special 

ratemaking treatment would provide for the non-fuel cost recovery issues related to Four 

Comers to be addressed on a more timely basis. 

Additionally, the accounting deferrals being addressed in Docket No. E-0 1345A-10-0474 

would have less time to grow, and thus would likely become less of a future burden upon 

ratepayers if such deferrals are addressed promptly after APS' acquisition of the SCE 

interests in Four Comers Units 4 and 5 is consummated, rather than allowing such 

deferrals to grow until they can be considered in the context of APS' next base rate case. 

49 Testimony in Docket No. E-0134514-10-0474 describes how the proposed transaction i s  a genuine, unanticipated 
opportunity for APS to acquire a power resource that APS anticipates will provide unique value to APS' customers. 
APS has stated that the proposed transaction results in a system-wide revenue requirement that has net present value 
that is $488 million less than the next least expensive alternative of replacing 791 MW with combined-cycle natural 
gas generation and $1.08 billion less than the alternative of investing in envitonmental upgrades for Four Comers 
units 1-3. See, e.g., APS witness Dinkel's Direct Testimony in that docket, at page 7. 

APS estimates with Four Corners 4&5 acquisition 
efficiency of Four Comers Units 4&5 over Units 1 through 3. 

See, e.g., Attachment RCS-2, Schedule '2-9, column F, line 10, which shows the incremental fuel cost savings that 
of $3 1.4 million. Reduced fuel costs reflect in part the higher 
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Q. 

A. 

Q. 
A. 

Under these circumstances, Staff believes that a means of reducing the regulatory lag 

associated with cost recovery for the acquisition of SCE’s interest in the Four Corners 

Units 4 and 5 (if the acquisition is determined to be prudent) is an option worthy of 

consideration in the current APS case due to the unique circumstances involved. 

Would it be unreasonable for the Commission to reject the special ratemaking 

procedure that you have described above? 

This issue is essentially a policy matter for the Commission’s consideration. It would not 

be unreasonable for the Commission to reject this proposal and instead go forward with 

routine ratemaking procedures. Staff offers this opinion to provide the Commission with a 

means to balance the effects of a modest rate decrease with the effects of a proposed 

acquisition that, if executed, will likely increase APS’ plant investment and related 

costs. 51 

Should the case be held open indefinitely? 

No. This rate case is anticipated to be completed sometime in the summer of 2012. The 

Four Comers acquisition is anticipated to occur no later than October, 2012, and is 

conditioned upon APS receiving required regulatory approvals.52 If APS wishes to take 

advantage of this proposal, Staff recommends that it file its ratemaking request related to 

its acquisition of Four Comers no later than December 30, 2012. Staff recommends that 

the rate case be held open solely on the Four Comers acquisition issue. 

*’ As described in Docket No. E-01345A-10-0474, all proposed alternatives related to Four Comers would cause 
customer bills to rise; however, APS has represented that the proposed transaction would cause customer bills to 
increase by the least amount. See, e.g., Direct Testimony of Staff witness Laura Furrcy, at pages 21-22. 
52 See, e.g., APS Schedule E-9 (SEC Form IO-K- for period ending 12/31/2010), pages 11-12 of 374. 
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associated with the retirement of Units 1,2, and 3. A very important matter to note is that 

this filing would include a prudence review of the transaction and of any deferred costs for 

which the Company would seek recovery. Any rate adjustment would be contingent upon 

the Commission finding that the acquisition and related costs were prudent. 

Does this conclude your Direct Testimony? 

Yes, it does. 



Attachment RCS-1 
OUALIFICATIONS OF RALPH C. SMITH 

Accomplishments 
Mr. Smith's professional credentials include being a Certified Financial PlannerTM professional, a 
Certified Rate of Return Analyst, a licensed Certified Public Accountant and attorney. He 
functions as project manager on consdting projects involving utility regulation, regulatory policy 
and ratemaking and utility management. His involvement in public utility regulation has included 
project management and in-depth analyses of numerous issues involving telephone, electric, gas, 
and water and sewer utilities. 

Mr. Smith has performed work in the field of utility regulation on behalf of industry, public service 
commission staffs, state attorney generals, municipalities, and consumer groups concerning 
regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, Arkansas, California, 
Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana, 
Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey, New Mexico, New York, 
Nevada, North Carolina, North Dakota, Ohio, Pennsylvania, South Carolina, South Dakota, Texas, 
Utah, Vermont, Virginia, Washington, Washington DC, West Virginia, Canada, Federal Energy 
Regulatory Commission and various state and federal courts of law. He has presented expert 
testimony in regulatory hearings on behalf of utility commission staffs and intervenors on several 
occasions. 

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff, of the 
budget and planning activities of Georgia Power Company; supervised 13 professionals; 
coordinated over 200 interviews with Company budget center managers and executives; organized 
and edited voluminous audit report; presented testimony before the Commission. Functional areas 
covered included fossil plant O&M, headquarters and district operations, internal audit, legal, 
affiliated transactions, and responsibility reporting. All of our findings and recommendations were 
accepted by the Commission. 

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility 
on behalf of the Alaska Commission Staff, which assessed the effectiveness of the Utility's 
operations in several areas; responsible for in-depth investigation and report writing in areas 
involving information systems, finance and accounting, affiliated relationships and transactions, 
and use of outside contractors. Testified before the Alaska Commission concerning certain areas of 
the audit report. AWWU concurred with each of Mr. Smith's 40 plus recommendations for 
improvement. 

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law 
firm of Cravath, Swaine & Moore in conjunction with the case of Reynolds Metals Co. vs. the 
Columbia Gas System, Inc.; drafted in-depth report concerning the regulatory treatment at both 
state and federal levels of issues such as flexible pricing and mandatoy gas transportation. 

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin 
- Electric Utility on behalf of the residential consumers. Among the numerous ratemaking issues 
addressed were the economies of the Utility's employment of outside services; provided both 
written and oral testimony outlining recommendations and their bases. Most of Mr. Smith's 
recommendations were adopted by the City Council and Utility in a settlement. 
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Key team member performing an analysis of the rate stabilization plan submitted by the Southern 
Bell Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of 
the Company's projections and budgets which were used as the basis for establishing rates. 

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri; sponsored the 
complex technical analysis and calculations upon which the firm's testimony in that case was 
based. He has also assisted in analyzing changes in depreciation methodology for setting telephone 
rates. 

Lead consultant in the review of gas cost recovery reconciliation applications of Michiga Gas 
Utilities Company, Michigan Consolidated Gas Company, and Consumers Power Company. 
Drafted recommendations regarding the appropriate rate of interest to be applied to any over or 
under collections and the proper procedures and allocation methodology to be used to distribute 
any refunds to customer classes. 

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan. 
Addressed appropriate interest rate and compounding procedures and proper allocation 
methodology. 

Project manager in the review of the request by Central Maine Power Company for an increase in 
rates. The major area addressed was the propriety of the Company's ratemaking attrition adjustment 
in relation to its corporate budgets and projections. 

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986 
on gas distribution utility operations of the Northern States Power Company. Analyzed the 
reduction in the corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer 
advances, CIAC, and timing of TRA-related impacts associated with the Company's tax liability. 

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of 
1986 on the operations of Connecticut Natural Gas Company on behalf of the Connecticut 
Department of Public Utility Control - Prosecutorial Division, Connecticut Attorney General, and 
Connecticut Department of Consumer Counsel. 

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota 
Incentive Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company 
(''NW"'') doing business as U S West Communications (o'USWC''). Objective was to express an 
opinion as to whether current rates addressed by the plan were appropriate fiom a Minnesota 
intrastate revenue requirements and accounting perspective, and to assist in developing 
recommended modifications to NWB's proposed Plan. 

Performed a variety of analytical and review tasks related to our work effort on this project. * 

Obtained and reviewed data and performed other procedures as necessary (1) to obtain an 
understanding of the Company's Incentive Plan filing package as it relates to rate base, operating 
income, revenue requirements, and plan operation, and (2) to formulate an opinion concerning the 
reasonableness of current rates and of amounts included within the Company's Incentive Plan 
filing. These procedures included requesting and reviewing extensive discovery, visiting the 
company's offices to review data, issuing follow-up information requests in many instances, 
telephone and on-site discussions with Company representatives, and frequent discussions with 
counsel and DPS Staff assigned to the project. 
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Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the 
Department ofthe Public Advocate, Division of Rate Counsel. Tasks performed included on-site 
review and audit of Company, identification and analysis of specific issues, preparation of data 
requests, testimony, and cross examination questions. Testified in Hearings. 

Assisted the NARUC Committee on Management Analysis with drafting the Consultant Standards 
for Management Audits. 

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated 
transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky, 
and Pennsylvania. Seminars were presented to commission staffs and consumer interest groups. 

Previous Positions 

With Larkin, Chapski and Co., the predecessor fum to Larkin & Associates, was involved 
primarily in utility regulatory consulting, and also in tax planning and tax research for businesses 
and individuals, tax return preparation and review, and independent audit, review and preparation 
of financial statements. 

Installed computerized accounting system for a realty management firm. 

Education 

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan, 
Dearborn, 1979. 

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with 
investment tax credit and property' tay on various assets. 

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient 
of American Jurisprudence Award for academic excellence. 

Continuing education required to maintain CPA license and CFP@ certificate. 

Passed all parts of CPA examination in first sitting, 1979: Received CPA certificate in 1981 and 
Certified Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986. 

Michigan Bar Association. 

American Bar Association, sections on public utility law and taxation. 
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79-228-EL-FAC 
79-23 1 -EL-FAC 
79-5 3 5 -EL-AIR 
80-235-EL-FAC 
80-240-EL-FAC 
U- 1933 * 
U-6794 
81-0035TP 
81-0095TP 
8 1 -308-EL-EFC 
810136-EU 
GR-8 1-342 
Tr-8 1-208 
U-6949 
8400 
18328 
18416 

8624 
8648 

820100-EU 

U-7236 
U6633-R 
U-6797-R 
U-5 5 10-R 

82-24OE 
7350 
RH-1-83 
820294-TP 
82- 165-EL-EFC 
(Subfile A) 
82- 168-EL-EFC 
8300 12-EU 
U-7065 
8738 
ER-83-206 
U-4758 
8836 
8839 
83-07-15 
81-0485-WS 
U-7650 
83-662 
U-6488-R 
U-15684 
7395 & u-7397 
820013-WS 
U-7660 
83-1039 
U-7802 
8 3- 1226 
8 3 046 5 -E1 
u-7777 
u-7779 

Cincinnati Gas & Electric Company (Ohio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
East Ohio Gas Company (Ohio PUC) 
Ohio Edison Company (Ohio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
Tucson Electric Power Company (Arizona Corp. Commission) 
Michigan Consolidated Gas Co. --I 6 Refunds (Michigan PSC) 
Southern Bell Telephone Company (Florida PSC) 
General Telephone Company of Florida (Florida PSC) 
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC) 
Gulf Power Company (Florida PSC) 
Northern States Power Co. -- E-002Minnesota (Minnesota PUC) 
Southwestern Bell Telephone Company (Missouri PSC)) 
Detroit Edison Company (Michigan PSC) 
East Kentucky Power Cooperative, Inc. (Kentucky PSC) 
Alabama Gas Corporation (Alabama PSC) 
Alabama Power Company (Alabama PSC) 
Florida Power Corporation (Florida PSC) 
Kentucky Utilities (Kentucky PSC) 
East Kentucky Power Cooperative, Inc. (Kentucky PSC) 
Detroit Edison - Burlington Northern Refund (Michigan PSC) 
Detroit Edison - MRCS Program (Michigan PSC) 
Consumers Power Company -MRCS Program (Michigan PSC) 
Consumers Power Company - Energy conservation Finance 
Program (Michigan PSC) 
South Carolina Electric & Gas Company (South Carolina PSC) 
Generic Working Capital Hearing (Michigan PSC) 
Westcoast Transmission Co., (National Energy Board of Canada) 
Southern Bell Telephone & Telegraph Co. (Florida PSC) 

Toledo Edison Company(0hio PUC) 
Cleveland Electric Illuminating Company (Ohio PUC) 
Tampa Electric Company (Florida PSC) 
The Detroit Edison Company - Fermi II (Michigan PSC) 
Columbia Gas of Kentucky, h c .  (Kentucky PSC) 
Arkansas Power &Light Company (Missouri PSC) 
The Detroit Edison Company - Rehnds (Michigan PSC) 
Kentucky American Water Company (Kentucky PSC) 
Western Kentucky Gas Company (Kentucky PSC) 
Connecticut Light & Power Co. (Connecticut DPU) 
Palm Coast Utility Corporation (Florida PSC) 
Consumers Power Co. (Michigan PSC) 
Continental Telephone Company o f  California, (Nevada PSC) 
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC) 
Louisiana Power & Light Company (liouisiana PSC) 
Campaign Ballot Proposals (Michigan PSC) 
Seacoast Utilities (Florida PSC) 
Detroit Edison Company (Michigan PSC) 
CP National Corporation (Nevada PSC) 
Michigan Gas Utilities Company (Michigan PSC) 
Sierra Pacific Power Company (Nevada PSC) 
Florida Power & Light Company (Florida PSC) 
Michigan Consolidated Gas Company Wchigan PSC) 
Consumers Power Company (Michigan PSC) 

Partial list of utility cases participated in: 
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U-7480-R 
U-7488-R 
U-7484-R 
U-7550-R 
U-7477-R* * 
18978 
R-842583 
R- 842740 
850050-E1 
16091 
19297 
76-18788AA 
&76-18793AA 

85-53476AA 
& 85-534785AA 

U-8091AJ-8239 
TR-85-179** 
85-212 
ER-85646001 
& ER-85647001 
850782-E1 & 
850783-~r 
R-860378 
R-850267 
85 1007-WU 
& 840419-SU 
G-002/GR-86-160 
7195 (Interim) 
87-01-03 
87-01-02 

3673- 
29484 

DocketNo. 1 
Docket E-2, Sub 527 
870853 
880069** 

U-8924 

U-1954-88-102 
T E-1032-88-102 
89-0033 
U-89-2688-T 
R-891364 
F.C. 889 
Case No. 881546* 

87-11628* 

890319-E1 
891345-E1 
ER 8811 09125 
6531 

Michigan Consolidated Gas Company (Michigan PSC) 
Consumers Power Company - Gas (Michigan PSC) 
Michigan Gas Utilities Company (Michigan PSC) 
Detroit Edison Company (Michigan PSC) 
Indiana & Michigan Electric Company (Michigan PSC) 
Continental Telephone Co. of the South Alabama (Alabama PSC) 
Duquesne Light Company (Pennsylvania PUC) 
Pennsylvania Power Company (Pennsylvania PUC) 
Tampa Electric Company (Florida PSC) 
Louisiana Power & Light Company (Louisiana PSC) 
Continental Telephone Co. of the South Alabama (Alabama PSC) 

Detroit Edison - Refund - Appeal of U-4807 (Ingham 
County, Michigan Circuit Court) 

Detroit Edison Refund - Appeal of U-4758 
Qngham County, Michigan Circuit Court) 
Consumers Power Company - Gas Refunds (Michigan PSC) 
United Telephone Company of Missouri (Missouri PSC) 
Central Maine Power company (Maine PSC) 

New England Power Company (FERC) 

Florida Power & Light Company (Florida PSC) 
Duquesne Light Company (Pennsylvania PUC) 
Pennsylvania Power Company (Pennsylvania PUC) 

Florida Cities Water Company (Florida PSC) 
Northern States Power Company (Minnesota PSC) 
Gulf States Utilities Company (Texas PUC) 
Connecticut Natural Gas Company (Connecticut PUC)) 
Southern New England Telephone Company 
(Connecticut Department of Public Utility Control) 
Georgia Power Company (Georgia PSC) 
Long Island Lighting Co. (New York Dept. of Public Service) 
Consumers Power Company - Gas (Michigan PSC) 
Austin Electric Utility (City of Austin, Texas) 
Carolina Power & Light Company (North Carolina PLJC) 
Pennsylvania Gas and Water Company (Pennsylvania PUC) 
Southern Bell Telephone Company (Florida PSC) 
Citizens Utilities Rural Company, Inc. & Citizens Utilities 
Company, Kingman Telephone Division (Arizona CC) 
Illinois Bell Telephone Company (Illinois CC) 
Puget Sound Power & Light Company (Washington UTC)) 
Philadelphia Electric Company (Pennsylvanik PUC) 
Potomac Electric Power Company (District of Columbia PSC) 
Niagara Mohawk Power Corporation, et al Plaintiffs, v. 
Gulf+Western, Inc. et al, defendants (Supreme Court County of 
Onondaga, State of New York) 
Duquesne Light Company, et al, plaintiffs, against Gulf+ 
Western, Inc. et al, defendants (Court of the Common Pleas of 
Allegheny County, Pennsylvania Civil Division) 
Florida Power & Light Company (Florida PSC) 
Gulf Power Company (Florida PSC) 
Jersey Central Power t Light Company (BPU) 
Hawaiian Electric Company (Hawaii PUCs) 
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R0901595 
90-10 
89- 12-05 
900329-WS 
90-12-018 
90-E-1185 
R-911966 
1.90-07-037, Phase II 

U-155 1-90-322 
U-1656-91-134 
U-2013-91-133 
9 1- 174* * * 
U-1551-89-102 
& U-1551-89-103 
Docket No. 6998 
TC-91-040A and 
TC-91-040B 

9911030-WS & 
91 1-67-WS 
922180 
7233 and 7243 
R-009223 14 
& M-9203 13C006 
ROO922428 
E-1032-92-083 & 
U-1656-92-183 

92-09-19 
E-1032-92-073 
UE-92-1262 
92-345 
R-932667 
U-93-60** 
U-93-50** 
U-93-64 
7700 
E-1032-93-1 11 & 
U-1032-93-193 
R-00932670 
U-15 14-93- 1691 
E-1032-93-169 
7766 
93-2006- GA-AIR* , 
94-E-0334 
94-0270 
94-0097 
PU-314-94-688 
94-1 2-005-Phase I 
R-953297 
95-03-01 
95-0342 
94-996-EL-AIR 
95-1000-E 

Equitable Gas Company (Pennsylvania Consumer Counsel) 
Artesian Water Company (Delaware PSC) 
Southern New England Telephone Company (Connecticut PUC) 
Southern States Utilities, Inc. (Florida PSC) 
Southern California Edison Company (California PUC) 
Long Island Lighting Company (New York DPS) 
Pennsylvania Gas & Water Company (Pennsylvania PUC) 
(Investigation of OPEBs) Department of the Navy and all Other 
Federal Executive Agencies (California PUC) 
Southwest Gas Corporation (Arizona CC) 
Sun City Water Company (Arizona RUCO) 
Havasu Water Company (Arizona RUCO) 
Central Maine Power Company (Department of the Navy and all 
Other Federal Executive Agencies) 
Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona 
Corporation Commission) 
Hawaiian Electric Company (Hawaii PUC) 
Intrastate Access Charge Methodology, Pool and Rates 
Local Exchange Carriers Association and South Dakota 
Independent Telephone Coalition 
General Development Utilities - Port Malabar and 
West Coast Divisions (Florida PSC) 
The Peoples Natural Gas Company (Pennsylvania PUC) 
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC) 

Metropolitan Edison Company (Pennsylvania PUC) 
Pennsylvania American Water Company (Pennsylvania PUC) 

Citizens Utilities Company, Agua Fria Water Division 
(Arizona Corporation Commission) 
Southern New England Telephone Company (Connecticut PUC) 
Citizens Utilities Company (Electric Division), (Arizona CC) 
Puget Sound Power and Light Company (Washington UTC)) 
Central Maine Power Company (Maine PUC) 
Pennsylvania Gas & Water Company (Pennsylvania PUC) 
Matanuska Telephone Association, Inc. (Alaska PUC) 
Anchorage Telephone Utility (Alaska PUC) 
PTI Communications (Alaska PUC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Citizens Utilities Company - Gas Division 
(Arizona Corporation Commission) 
Pennsylvania American Water Company (Pennsylvania PUC) 
Sale of Assets CC&N from Contel of the West, Inc. to 
Citizens Utilities Company (Arizona Corporation Commission) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
The East Ohio Gas Company (Ohio PUC) 
Consolidated Edison Company (New York DPS) 
Inter-State Water Company (Illinois Commerce Cornmission) 
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC) 
Application for Transfer of Local Exchanges (North Dakota PSC) 
Pacific Gas & Electric Company (California PUC) 
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC) 
Southern New England Telephone Company (Connecticut PUC) 
Consumer Illinois Water, Kankakee Water District (Illinois CC) 
Ohio Power Company (Ohio PUC) 
South Carolina Electric & Gas Company (South Carolina PSC) 

[ Attachment RCS-1, Qualifications of Ralph C. Smith Page 6 of 11 



-- ._ 

I--- - -_ 

Non-Docketed 
Staff Investigation 
E-1 032-95-473 
E-1032-95433 

GR- 96-2 8 5 
94-10-45 
A.96-08-001 et al. 

96-324 
96-08-070, et al. 

97-05-12 
R-00973953 

97-65 

16705 

Non-Docketed 
Staff Investigation 

97-0351 

E-1 072-97-067 

PU-3 14-97-12 

97-8001 

U-0000-94-165 

I 98-05-006-Phase I 
9355-u 
97-12-020 - Phase I 
U-98-56, U-98-60, 
U-98-65, U-98-67 
(U-99-66, U-99-65, 
U-99-56, U-99-52) 
Phase II of 
97-SCCC-149-GIT 
PU-3 14-97-465 
Non-docketed 
Assistance 
Contract Dispute 

Non-docketed Project 
Non-docketed Project 

Citizens Utility Company - Arizona Telephone Operations 
(Arizona Corporation Commission) 
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC) 
Citizens Utility Co. - Arizona Electric Division (Arizona CC) 
Collaborative Ratemaking Process Columbia Gas of Pennsylvania 
(Pennsylvania PUC) 
Missouri Gas Energy (Missouri PSC) 
Southern New England Telephone Company (Connecticut PUC) 
California Utilities’ Applications to Identify Sunk Costs of Non- 
Nuclear Generation Assets, & Transition Costs for Electric Utility 
Restructuring, & Consolidated Proceedings (California PUC) 
Bell Atlantic - Delaware, Inc. (Delaware PSC) 
Pacific Gas & Electric Co., Southern California Edison Co. and 
San Diego Gas & Electric Company (California PUC) 
Connecticut Light & Power (Connecticut PUC) 
Application of PECO Energy Company for Approval of its 
Restructuring Plan Under Section 2806 of the Public Utility Code 
(Pennsylvania PUC) 
Application of Delmarva Power &Light Co. for Application of a 
Cost Accounting Manual and a Code of Conduct (Delaware PSC) 
Entergy Gulf States, Inc. (Cities Steering Committee) 
Southwestern Telephone CO. (Arizona Corporation Commission) 
Delaware - Estimate Impact of Universal Services Issues 
(Delaware PSC) 
US West Communications, Inc. Cost Studies (North Dakota PSC) 
Consumer Illinois Water Company (Illinois CC) 
Investigation of Issues to be Considered as a Result of Restructuring of Electric 
Industry (Nevada PSC) 
Generic Docket to Consider Competition in the Provision 
of Retail Electric Service (Arizona Corporation Commission) 
San Diego Gas & Electric Co., Section 386 costs (California PUC) 
Georgia Power Company Rate Case (Georgia PUC) 
Pacific Gas & Electric Company (California PUC) 
Investigation of 1998 Intrastate Access charge filings 
(Alaska PUC) 
Investigation of 1999 Intrastate Access Charge filing 
(Alaska PUC) 

Southwestern Bell Telephone Company Cost Studies (Kansas CC) 
US West Universal Service Cost Model (North Dakota PSC) 
Bell Atlantic - Delaware, Inc., Review of New Telecomm. 
and Tariff Filings (Delaware PSC) 
City of Zeeland, MI - Water Contract with the City of Holland, MI 
(Before an arbitration panel) 
City of Danville, IL - Valuation of Water System (Danville, E) 
Village of University Park, IL - Valuation of Water and 
Sewer System (Village of University Park, Illinois) 

’ 
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E-1032-95-417 

T-105 1B-99-0497 

T-0105 1B-99-0105 
A00-07-043 
T-0105 1B-99-0499 
99-419/420 
PU3 14-99-1 19 

98-0252 

00-108 
U-00-28 
Non-Docketed 

00-1 1-038 
00-11-056 
00-10-028 

98-479 

99-457 

99-582 

99-03-04 

99-03-36 
Civil Action No. 

Case No. 12604 
Case No. 12613 
41651 

98-1117 

13605-U 
14000-U 
13196-U 

Non-Docketed 

Non-Docketed 

Application No. 

Phase I 
99-01 -0 16, 

99-02-05 
01-05-19-REO3 

G-0 155 1A-00-0309 

00-07-043 

Citizens Utility CO., Maricopa WaterNastewater Companies 
et al. (Arizona Corporation Commission) 
Proposed Merger of the Parent Corporation of Qwest 
Communications Corporation, LCI International Telecom Corp., 
and US West Communications, Inc. (Arizona CC) 
US West Communications, Inc. Rate Case (Arizona CC) 
Pacific Gas & Electric - 2001 Attrition (CaliforniaPUC) 
US WesVQuest Broadband Asset Transfer (Arizona CC) 
US West, Inc. Toll and Access Rebalancing (North Dakota PSC) 
US West, Inc. Residential Rate Increase and Cost Study Review 
(North Dakota PSC 
Ameritech - Illinois, Review of  Alternative Regulation Plan 
(Illinois CUB) 
Delmarva Billing System Investigation (Delaware PSC) 
Matanuska Telephone Association (Alaska PUC) 
Management Audit and Market Power Mitigation Analysis of the 
Merged Gas System Operation of Pacific Enterprises and Enova 
Corporation (California PUC) 
Southern California Edison (California PUC) 
Pacific Gas & Electric (California PUC) 
The Utility Reform Network for Modification of Resolution E- 
3527 (California PUC) 
Delmarva Power & Light Application for Approval of its Electric 
and Fuel Adjustments Costs (Delaware PSC) 
Delaware Electric Cooperative Restructuring Filing (Delaware 

Delmarva Power & Light dba Conectiv Power Delivery 
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC) 
United Illuminating Company Recovery of Stranded Costs 
(Connecticut OCC) 
Connecticut Light & Power (Connecticut OCC) 

West Perm Power Company vs. PA PUC (Pennsylvania PSC) 
Upper Peninsula Power Company (Michigan AG) 
Wisconsin Public Service Commission (Michigan AG) 
Northern Indiana Public Service Co Overearnings investigation (Indiana UCC) 
Savannah Electric & Power Company - FCR (Georgia PSC) 
Georgia Power Company Rate Case/M&S Review (Georgia PSC) 
Savannah Electric & Power Company Natural Gas Procurement and Risk 
ManagementlHedging Proposal, Docket No. 13 196-U (Georgia PSC) 
Georgia Power Company & Savannah Electric & Power FPR 
Company Fuel Procurement Audit (Georgia PSC) 
Transition Costs of Nevada Vertically Integrated Utilities (US Department of 

Post-Transition Ratemaking Mechanisms for the Electric Industry 
Restructuring ( U S  Department of Navy) 

Connecticut Light & Power (Connecticut OCC) 
Yankee Gas Service Application for a Rate Increase, Phase 1-2002-IEF&f 
(Connecticut OCC) 
Southwest Gas Corporation, Application to amend its rate 
Schedules (Arizona CC) 
Pacific Gas & Electric Company Attrition & Application for a rate increase 
(California PUC) 

PSC) 

Navy) 

Attachment RCS-1, Qualifications of Ralph C. Smith P a g e ~ o f 1 1  1 



1 

Case No. U-14347 
Case No. 05-725-EL-UNCCincinnati Gas &Electric Company (PUC of Ohio) 
Docket No. 21229-U 
Docket No. 191424 
Docket No. 
03-07-01RE01 
Docket No. 190424 
Docket No. 2004-178-E 
Docket No. 03-07-02 
Docket No. EX02060363, 
Phases MI1 
Docket No. U-00-88 

Phase 1-2002 ERM, 
Docket No. U-02-075 
Docket No. OS-SCNT- 
1048-AUD 
Docket No. OS-TRCT- 
607-KSF 
Docket No. 05-KOKT- 
060-AUD 
Docket No. 2002-747 
Docket No. 2003-34 

Consumers Energy Company (Michigan PSC) 

Savannah Electric & Power Company (Georgia PSC) 
Georgia Power Company (Georgia PSC) 

Connecticut Light & Power Company (CT DPUC) 
Savannah Electric & Power Company (Georgia PSC) 
South Carolina Electric & Gas Company (South CarolinaPSC) 
Connecticut Light & Power Company (CT DPUC) 

Rockland Electric Company (NJ BPU) 
ENSTAR Natural Gas Company and Alaska Pipeline Company (Regulatory 
Commission of Alaska) 

Interior Telephone Company, Inc. (Regulatory Commission of Alaska) 

South Central Telephone Company (Kansas CC) 

Tri-County Telephone Company (Kansas CC) 

Kan Okla Telephone Company (Kansas CC) 
Northland Telephone Company of Maine (Maine PUC) 
Sidney Telephone Company (Maine PUC) 

1 Attachment RCS-1, Qualifications of Ralph C. Smith ~ a g e 9 o f 1 1  I 

97-12-020 
Phase II 
01-10-10 
1371 1-U 
02-00 1 
02-BLVT-377-AUD 
02- S&'lT-3 90-AUD 
0 1 -SFLT-879-AUD 

Ol-BS'M-878-AUD 

P404,407,520,413 
426,427,430,4211 
cr-00-712 

U-01-85 

U-01-34 

U-01-83 

U-01-87 

96-324, Phase II 
03-WHST-503-AUD 
04-GNBT- 13 0-AUD 
Docket 6914 
Docket No. 

Case No. 
E-0 1345A-06-009 

05- 1278-E-PGPW-42T 

Docket No. 04-0 1 13 

Pacific Gas & Electric Company Rate Case,(Califomia PUC) 
United Illuminating Company (Connecticut OCC) 
Georgia Power FCR (Georgia PSC) 
Verizon Delaware 5 271(Delaware DPA) 
Blue Valley Telephone Company AudiVGeneral Rate Investigation (Kansas CC) 
S&T Telephone Cooperative AuditIGeneral Rate Investigation (Kansas CC) 
Sunflower Telephone Company Inc., AudiVGeneral Rate Investigation 

Bluestem Telephone Company, Inc. AudiUGeneral Rate Investigation 
(Kansas CC) 

(Kansas CC) 

Sherburne County Rural Telephone Company, dba as Connections, Etc. 
(Minnesota DOC) 
ACS of Alaska, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of Anchorage, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of Fairbanks, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
ACS of the Northland, dba as Alaska Communications Systems (ACS), Rate Case 
(Alaska Regulatory Commission PAS) 
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC) 
Wheat State Telephone Company (Kansas CC) 
Golden Belt Telephone Association (Kansas CC) 
Shoreham Telephone Company, Inc. (Vermont BPU) 

Arizona Public Service Company (Arizona Corporation Commission) 

Appalachian Power Company and Wheeling Power Company both d/b/a 
American Electric Power (West Virginia PSC) 
Hawaiian Electric Company (Hawaii PUC) 



Docket No. 2003-35 Maine Telephone Company (Maine PUC) 
Docket No. 2003-36 China Telephone Company (Maine PUC) 
Docket No. 2003-37 Standish Telephone Company (Maine PUC) 
Docket Nos. U-04-022, 
U-04-023 Anchorage Water and Wastewater Utility (Regulatory Commission of Alaska) 
Case 05-1 16-U/06-055-U Entergy Arkansas, Inc. EFC (Arkansas Public Service Commission) 
Case 04- 137-U Southwest Power Pool RTO (Arkansas Public Service Commission) 
Case No. 7109/7160 Vermont Gas Systems (Department of Public Service) 
Case No. ER-2006-03 15 Empire District Electric Company (Missouri PSC) 
Case No. ER-2006-0314 Kansas City Power & Light Company (Missow’ PSC) 
Docket No. U-05-043,44 Golden Heart Utilities/College Park Utilities (Regulatory Commission of Alaska) 
A-122250F5000 Equitable Resources, Inc. and The Peoples Natural Gas Company, d/b/a 

Dominion Peoples (Pennsylvania PUC) 
E-01 345A-05-08 16 Arizona Public Service Company (Arizona CC) 
Docket No. 05-304 Delmarva Power & Light Company (Delaware PSC) 
05-806-EL-UNC Cincinnati Gas & Electric Company (Ohio PUC) 
U-06-45 Anchorage Water Utility (Regulatory Commission of Alaska) 

06-1 068-EL-UNC Duke Energy Ohio (Ohio PUC) 
PUE-2006-00065 Appalachian Power Company (Virginia Corporation Commission) 
6-04204A-06-0463 et. a1 UNS Gas, Inc. (Arizona CC) 

03-93-EL-ATA, 

Docket No. 2006-0386 
E-0 1933A-07-0402 
G-0155 IA-07-0504 
Docket No.UE-072300 
PUE-2008-00009 
PUE-2008-00046 
E-0 1345A-08-0172 
A-2008-2063737 

0 8-1 783-G-42T 
08-1761-G-PC 

Docket No. 2008-0085 
Docket No. 2008-0266 

Docket No. 09-29 
Docket No. UE-090704 

G-04024A-0 8-0 57 1 

09-0878-6-42T 
2009-UA-0014 
Docket No. 09-03 19 
Docket No. 09-414 

Docket Nos. U-09-069, 

Docket Nos. U-04-023, 

R-2009-2132019 

U-09-070 

U-04-024 

W-0 1303 A-09-0343 & 
SW-01303A-09-0343 
09-872-EL-FAC & 
09-873-EL-FAC 

2010-00036 
E-04100A-09-0496 
E-01773A-09-0496 

Hawaiian Elect& Company, Inc (Hawaii PUC) 
Tucson Electric Power Company (Arizona CC) 
Southwest Gas Corporation (Arizona CC) 
Puget Sound Energy, Inc. (Washington UTC) 
Virginia-American Water Company (Virginia SCC) 
Appalachian Power Company (Virginia SCC) 
Arizona Public Service Company (Arizona CC) 
Babcock & Brown Infrastructure Fund North America, LP. and The Peoples 
Natural Gas Company, d/b/a Dominion Peoples (Pennsylvania PUC) 
Hope Gas, Inc., dba Dominion Hope (West Virginia PSC) 
Hope Gas, hc., dba Dominion Hope, Dominion Resources, Inc., and Peoples 
Hope Gas Companies (West Virginia PSC) 
Hawaiian Electric Company, Inc. (Hawaii PUC) 
Young Brothers, Limited (Hawaii PUC) 
UNS Gas, Inc. (Arizona CC) 
Tidewater Utilities, Inc. (Delaware PSC) 
Puget Sound Energy, Inc. (Washington UTC) 
Mountaineer Gas Company (West Virginia PSC) 
Mississippi Power Company (Mississippi PSC) 
Illinois-American Water Company (Illinois CC) 
Delmarva Power & Light Company (Delaware PSC) 
Aqua Pennsylvania, Inc. (Pennsylvania PUC) 

ENSTAR Natural Gas Company (Regulatory Commission of Alaska) 

Anchorage Water and Wastewater Utility - Remand (Regulatory Commission of 
Alaska) 

Arizona-American Water Company (Arizona CC) 

Financial Audits of the FAC ofthe Columbus Southern Power Company and the 
Ohio Power Company - Audit I (Ohio PUC) 
Kentucky-American Water Company (Kentucky PSC) 
Southwest Transmission Cooperative, Inc. (Arizona CC) 
A d n a  Electric Power Cooperative, Inc. (Arizona CC) 
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R-20 10-2 166208, 
R-2010-2 16621 0, 
R-20 10-21662 12, &, 
R-20 10-21 66214 
PSC Docket No. 09-0602 Central Illinois Light Company D/B/A AmerenCILCO; Central Illinois Public 

Pennsylvania-American Water Company (Pennsylvania PUC) 

Service Company D/B/A AmerenCIPS; Illinois Power Company D/B/A 
AmerenIP (Illinois CC) 

1 0-071 3-E-PC Allegheny Power and FirstEnergy Corp. (West Virginia PSC) 
Docket No. 31958 Georgia Power Company (Georgia PSC) 
Docket No. 10-0467 Commonwealth Edison Company (Illinois CC) 
PSC Docket No. 10-237 Delmarva Power & Light Company (Delaware PSC) 

Cook Inlet Natural Gas Storage Alaska, LLC (Regulatory Commission of Alaska) 
10-0699-E-42T Appalachian Power Company and Wheeling Power Company (West Virginia 

PSC) 
10-0920-W-42T West Virginia-American Water Company (West Virginia PSC) 
A.lO-07-007 California-American Water Company (California 
A-2010-221 0326 TWP Acquisition (Pennsylvania PUC) 
0 8- 10 12-EL-FAC Financial, Management, and Performance Audit of the FAC for Dayton Power 

and Light - Audit 1 (Ohio PUC) 
10-268-EL FAC et al. Financial Audit of the FAC of the Columbus Southern Power Company and the 

Ohio Power Company -Audit I1 (Ohio PUC) 
Docket No. 2010-0080 Hawaiian Electric Company, Inc. (Hawaii PUC) 
G-01551A-10-0458 Southwest Gas Corporation (Arizona CC) 
10-KCPE-415-RTS Kansas City Power & Light Company -Remand (Kansas CC) 

' U-10-51 
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Attachment RCS-2 
Page 1 of 40 

- - ~~ 

.Rate Base Adjustments 
B-1 Post-Test Year Plant Additions - Through 3/31/2012 - Solar Plant 1 No 13 
8-2  PoSt-Test Year Plant Additions - Through 3/31/2012 - Fossil Plant 1 No 14 

B-4 Post-Test YeafPlant Additions - Through 3/31/2012 - Disrribution and General and Intangible Plant I NO 16 

B-6 Accumulated Deferred Income Taxes - Post Test Year Ad-justment Through 3/3 1/2012 2 No 18-19 

B-3 Post-Test Year Plant Additions - Through 3/31/2012 - Nuclear Plant 1 No 15 

B-5 Accumulated Deijreciation - Post Test Year Adjustment Through 3/31/2012 1 No 17 

Arizona Public Service Company 
Docket No. E-01345A-11-0224 

Attachment RCS-2 
Staff Accounting Schedules 

Accompanying the Direct Testimony of Ralph C. Smith 

**APS Confidential Information Has Been Redacted** 
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Docket No. E-01345A-11-0224 . _  
Revcnuc Rcquimcnt Rcmdliation 
Test YcarEndedDccember31.2010 

(Thousands of Dollas) 

Line S M  Conversion 
No. Dcsmption Schedulc Miustmcnts Facta - 

1 
2 
3 
4 
5 
6 

7 
8 
9 
IO 

11 
12 
13 
12 
13 

14 
15 
16 
17 
I8 
19 
20 
21 
22 

23 
24 
25 
26 
27 
28 
29 
30 
31 

32 
33 

34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

Rate of I - C N ~ ~  diffcrenee 
S tdGRCF 
Rate Base 
Original Cost Rntc Base pcr APS' Filing 
StafFROR 
StafFRORx GRCF 
Effect of Staff adjustments to  Rate Base 
Post-Test Year Plant Additions - %ugh 3/31/2012 -Solar Plant 
Post-Test Year Plant Additions -Through 3/3 1R012 - Fossil Plant 
Post-Test YmPlant Additions -Through 3BlR012 - N u d m  Plant 
Post-Test Year Plant Additions -Through 3/31/2012 - Distribution and G c n d  and 
Intangblc Plant 
Accumulated Dcprcciation - Post Tcst Ytar Adjustment Through 3/31/2012 
Accumdnted Defcmd Income Taxes -Post Test Ycar Adjusfment Through U3lROl2 
Cash W O I ~ ~ I I ~  Capital 
Total Stafforiginal Cost Rate Base Adjustments 
Stnff Adjusted Original Cost Rate B a r  
Net Operating Income 
Net Operating Income per APS' Filing 
Effect of Stnff Adjustments on NO1 
Forensic Investigation of Grant-Funded Projects 
G m e d  Advettising Expcnsc 
Property Tax E x p s c  
Solar Pat Test Year Plant Dcprcciation and Propsrry Tax Expcnst 
Fossil PoslTest YearPlant DcprefiationandPmpercyTaxExpe% 
Nuclear Post Test Year Plant Deprcciation and Property Tnx E x p s  
Disuibubou and G c n d  and Intangible Post Tcst Ycar Plant Depreciation and ROpcrty Tax 
Expense 
lntercn Spcbmnization 
Base Fuel and hrcbased Powcr 
Paymll Expcpense Adjustment - Ncw Union Contrad 
Depreciation Expense - Ncw Dcpreciation Ratcs 
Prospective Amortization of2010 Severance Corn 
Directors md Officers' Liability lnsunmce Expenoc 
Incentivc Compcnsation 
Normalid Fossil Non-Plant Maintenance Expense 
a s o n  Elcchic Institute Dues 

Total Staff Adjusments to Operating lncomc 
StnffAdjusted Net Operating Income 
Gross Revenue Conversion Factor Difference: 
Pcr Staff 
Pcr Compmy 
Difference 
Company ndjustcd NO1 deficiency 
GRCF diliercnce 
STAFF REVENUE REQUIREMENT ADJUSTMENTS IDENTIFIED ABOVE 
Company requested Base Rate Revenue haease on OCRB 
Reconciled Rcvenue Requiment 
Revenue Rcquimment Calculated on OCRB 
Diff'ercnce 
Diffcnnce Atbibuted to APS Rate of Return Rounding 
UnidentifiedDiffkwce 

D 
A- 1 

B 
D 

9-1 
9-2 
B-3 

9-4 
8-5 
B d  
9-7 

c-l 
c-2 
c-3 
C-4 
C-5 
C-6 

c-7 
c-8 
c-9 
c-ID 
c-I1 
c-12 
C-13 
C-14 
c-15 
C-16 

(A) (B) 

4.59% 
1.6566 

-0.ma43% 
S 5.720.277 

8.28% 
13.71% 

$ (35,406) 13.71% 
$ (23.458) 13.71% 
S (17,536) 13.71% 

$ (53,196) 13.71% 
s 60.124 13.71% 
S 1.726 13.71% 
s 10.467 13.71% 
s (57,279) 

s 474,356 
GRCF 

s 1.244 1.65660 
s 346 1.65660 
s 353 1.65660 
S 787 1.65660 
0 473 1.65660 
$ 220 1.65660 

s 
s 
S 
s 
S 
S 
S 
s 
s 
S 

1.611 
(638) 

5,792 
(3,021) 
2.864 
1.892 

333 
11,451 

161 
13 I 

1.65660 
1.65660 
1.65660 
1.65660 
1.65660 
1.65660 
1.65660 
1.65660 
1.65660 
1.65660 

23.999 S 
s 498.355 

1.65660 
1.65320 
0.00340 

S 33,033 

Schcdulc A. page 1, column A, line 9 

Schedule A, page 1, column C, line 9 

Line SO, bclow 

Schedule A 
P a p  2 of 2 

Equivalent 
Revenue 

Requirement 
Amount 

(C) 

S 

$ 
s 
s 

s 
s 
s 
s 

s 
s 
s 
s 
$ 
S 

s 
s 
s 
S 
S 
S 
s 
s 
5 
s 

3 112 
S (103.719) 
S 54,610 
S (49.109) . .  
f (48,93i) 
S (177) 
s (180) 
s 3 

Notes and Sourc? 
Prc-tax return wmputcd using G m s s  Revenue Conversion Factor 
Difference related to rounding in calculation of Company requested Base Ratc Revenue Inueasc on OCRB 

Per APS Per APS 
Component (ROR Rounded) Without Rounding Difference 

46 RateBase S 5,710,277 S 5,720,277 
47 RateofRetum 8.87% 8.87 190% 
48 RequimdRerum S 507,389 S 507,497 $ (109) 

49 GRCF 
50 Revenue Requirement Impact ofAPS Rate ofRetum Rounding 

1.6532 
s (180) 



. 

Arizona Public Service Company 
Computation of Gross Revenue Conversion Factor 

Test Year Ended December 31,2010 
(Thousands of Dollars) 

Line 
No. Description - 

Gross Revenue 

Less: Uncollectible Revenue 

Taxable Income as a Percent 

Less: Federal Income Taxes 

Taxable Income as a Percent 

Less: State Income Taxes 

Change in Net Operating Income 

Gross Revenue Conversion Factor 

Combined state and federal income tax rate 

Attachment RCS-2 
Page 4 of 40 

Docket No. E-01345A-11-0224 
Schedule A-1 

Page 1 of 1 

Company Staff 
Proposed 

(4 (B) 

100.00% 100.00% 

0.21% 

100.00% 99.79% 

32.57% 32.50% 

67.43% 67.29% 

6.94% 6.93% 

60.49% 60.36% 

1.6532 1.6566 

39.51% 39.51% 

Notes and Source 
Co1.A: APS Filing, Schedule C-3 
Co1.B: Staff included the uncollectible rate of 0.21% based on APS' response to data request Staff 25.11. 

Components of Revenue Requirement Increase ($000'~) 
Percent Fair Value Alt 1 Fair Value Alt 2 

10 NetIncome 60.36% (29,537) (4,496) 
11 Federal Income Taxes 32.50% (1 5,904) (2,421) 
12 State Income Taxes 6.93% (3,389) (516) 

(C) (D) (E) 

13 Uncollectibles 
I4 Total Revenue Increase 

15 
14 Difference 

Total Revenue Increase per Schedule A 

, ,  

0.21% 1103) I1 f3 _ -  \ -  I 

100.00% (48,932) (7,449) 

$ (48,932) $ (7,449) 
(0) 
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Arizona Public Service company 
Capital Structure & Cost Rates 

Test Year Ended December31,2010 
(Thousands of Dollars) 

Attachment RCS-2 
Page 12 of 40 

Docket NO. E-01345A-I 1-0224 
Schedule D 
Page 1 of 1 

Line Capitalization cost Weighted Avg. 
No. Capital Source Amount Percent Rate Cost of Capital - 

( 4  (B) 
APS -Proposed 

1 Short-Term Debt 
2 Long-Term Debt 
3 Common Stock Equity 
4 Total Capital 

S 
S 3,382,856 46.06% 
S 3,961,248 53.94% 
S 7,344,104 100.00% 

ACC Staff - Proposed 
5 Short-Term Deb! S 
6 Long-Term Debt S 3,382,856 46.06% 
7 Common Stock Equity S 3,961,248 53.94% 
8 TotalCapital S 7,344,104 l00.00% 

9 Difference 

10 Weighted Cost of Debt 

ACC Staff - Proposed Fair Value Rate of Return -Alternative 1 
11 Short-Term Debt S 0.00% 
12 Long-TermDebt .$ 2,608,502 31.94% 

14 Capital fmancing OCRB S 5,662,998 
15 Appreciation above OCRB 

13 Common Stock Equity S 3,054,497 3 7.40% 

not recognized on utility's books $ 2,504,128 30.66% 
16 Total capital supporting FVFS S 8,167,126 100.00% 

ACC Staff - Proposed Fair Value Rate of Return -Alternative 2 
17 Short-Term Debt s 0.00% 
18 Long-Term Debt S 2,608,502 3 1.94% 
19 Common Stock Equity $ 3,054,497 37.40% 
20 Capital fmancing OCRB S 5,662,998 
21 Appreciation above OCRB 

not recognized on utility's books S 2,504,128 30.66% 
22 Total capital supporting FVRJ3 S 8,167,126 100.00% 

0.00% 
6.38% 2.94% 

1 1 .OO% 5.93% 
8.87% 

0.00% 
6.38% 2.94% 
9.90% 5.34% 

8.28% 

4.59% 

2.94% 

0.00% 0.00% 
6.38% 2.04% 
9.90% 3.70% 

0% [a] 0.00% 
5.74% 

0.00% 0.00% 
6.38% 2.04% 
9.90% 3.70% 

1.00% [b] 0.31% 
6.05% 

Notes and Source 

Line 15, Co1.A: 
Lines 14, APS filing D-1. 

23 Fair Value Rate Base S 8,167,126 ScheduleA 
24 Original Cost Rate Base S 5,662,998 Schedule A 
25 Difference S 2,504,128 

Difference is appreciation of Fair Value over Original Cost that is not recognized 
on the utility's books. 

[a] The appreciation of Fair Value over Original Cost has not been recognized on the utility's books. 
Such off-book nppreciation has not been fmanced by debt or equity capital recorded on the utility's boob. 
The appreciation over Original Cost book value is therefore recognized for cost of capital 
purposes at zero ca t .  

[b] Per Staff witness David Parcell 
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Arizona Public Service Company Docket No. E-01345A-11-0224 
Cash Working Capital Schedule B-7 

Page 1 of 3 
Test Year Ended December 31,2010 
(Tnousands of Dollars) 

Line Income Statement cwc StaffAdjustments to 
No. Description Adjustments FACTOR Cash Working Capital 

S t a f f  

- 

I 

(4 

$ 14,653 
$ (24,102) 

(B) (C) 

0.01120 s (270) 

(4) 

0.01082 S 159 

0.00000 
0.06251 $ 

-0.00290 

Fuel For Electric Generation: 
Coal 
Natural Gas 
Gas Mtm And Futures 
Handling 
Fuel Oil 
Nuclear: 

Amortization 
Spent Fuel 

Total Nuclear Fuel 

1 
2 
3 
4 
5 
6 
7 
8 
9 

IO 

0.00000 $ 
-0.10669 

s 

Total Fuel 

1 1  
12 
13 
14 
15 
16 

Purchased Power 
Power Mtm 
Power Supply Adjuster 
Transmission By Others 

Total Purchased Power & Transmission 
Subtotal Fuel and Purchased Power 

0.00889 s (5 0) 

-0.00170 $ (3) 
s (53) 

0.00000 
0.00000 

5 1,663 
$ (3,943) 
a (9,575) 

Other Operations & Maintenance: 
Payroll 
Incentive 
Stock Compensation 
Severance (Excludes Pension) 
Pension and OPEB 
Employee Benefits 
Payroll Taxes 
Materials & Supplies 
Vehicle Lease Payments 
Prepaid Vehicle Licenses 
Rents 
Prepaid Rents 
Palo Verde Lease 
Palo Verde SA., Gain Amort 
Insurance 
Other 

Total Other O&M 

Depreciation & Amortization 
Amort Of Prop Losses & Reg Study Costs 
Total 

0.06251 
-0.54541 $ 10,325 
0.00000 

-0.11090 $ 347 
6.00025 
0.06708 

0.03 5 79 
0.06704 
0.00000 
0.07045 
0.00000 

-0.21133 
0.00000 
0.00000 $ 

-0.00520 

17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 0.02812 $ (87) 

$ 10,584 33 

34 
35 
36 

37 
38 
39 
40 
4 1  

42 
43 
44 
45 

46 

47 

0.00000 $ 
0.00000 

IE 

Income Taxes: 
Current: 

Federal 
State 

Deferred 
Total 

$ 11,372 
$ 2,423 

$ 13,795 

-0.05897 $ (671) 
-0.07443 $ (180) 
0.00000 

$ (851) 

Other Taxes: 
Property Taxes 
Sales Taxes 
Franchise Taxes 

Total 

-0.47517 $ 646 
-0.06151 
-0.10132 

$ 646 $ (1,359) 

s (1,614) 

$ (27,965) 

Interest Expense - Synchronized -0.15924 $ 257 

$ 10,467 Total 
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Arizona Public Service Company 
General Advertising Expense 

Test Year EndedDecember 31,2010 

Docket No. E-01345A-11-0224 
Schedule C-2 
Page 1 of 1 

Total ACC ACC 
Line Company Jurisdictional Jurisdictional 
No. Description Adjustment Factor Adjustment 

( 4  (B) (C) 
- 

Adjust General Advertising Expense 
Remove Breakfast at the Zoo 
Normalize General Advertising Expense allowance 
Adjustment to General Advertising Expense 

1 
2 
3 

(40,688) 0.906371 

Notes and SourCe 
Account 930.1 

General AdvertiFing Expense 
Period Reference Amount Adjustment Adjusted 

0) (E) 0 
4 2008 Response to Staff 2 1.5 
5 2009 MS14766, page 8 andStaff21.4 
6 2010 APSl4082 and APS14 165, p.9 and Staff 21.4 
7 2011 budget Staff21.5mdStaff27.10 

7 Three-Year Average, 2008-201 0 
8 
9 

APS proposed without Breakfast at the Zoo 
Adjustment to normalize General Advertising Expense allowance 

10 Four-Year Average, 2008-201 1 
11 
12 

APS proposed without Breakfast at the Zoo. 
Adjustment to nomali i  General AdvertiSmg Expense allowance 

Other Comparable Information 
13 2011YTD6/30 APS14165,page9of9 
14 Annualized 

15 2011 budget Staff213 
16 Four-Ye? Average, 2008-201 1 

17 2011 budget Staff27.1O;APSl4964, page 1 of 1 

18 2011YTD9130 Staff27.10;APS14964,pagelofl 
19 Annualized 

[A] Pre-filed 1.40, APS14082 and response to Staff21.1 

Co1.B: ACC Jurisdictional Factor 
Adminstratk’e and General: 

20 ACC Jurisdictional 
21 Eleclric Total 
22 ACC Jurisdictional Factor 

S 3,435,898 $ 3,435,898 
S 1,807,823 $ 1,807,823 
S 3,548,750 $ (40,688) [A] $ 3,508,062 

$ 2,059,000 

$ 2,917,261 
$ 3,508,062 

,$ (590,801) 

$ 2,702,696 
$ 3508,062 
$ (805,366) 

S 1,028,946 
6 2,057,892 

Allowance Compared with Budpet 
Amount Percent 

S 2,059,000 $ 858,261 41.7% 
S 2,702,696 S 214,565 7.9% 

Annual Monthly 
S 2,059,000 $171,583.33 

S 1,406,210 
S 1,874,947 

$ 195,988,517 AP-WPI 
$ 216,234,311 AP-WP1 

0.906371 



Arizona Public Service Company 
Property Tax Expense 

Test Year Ended December 31,2010 
(Thousands of Dollars) 

Attachment RCS-2 
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Docket No. E-01 345A-11-0224 
Schedule C-3 
Page 1 of 1 

Line 
No. - 

1 
2 
3 
4 

5 

6 
7 
8 
9 

10 

11 
12 
13 
14 
15 
16 

17 

Per APS Staff 
Description Original Filing Per StafF Adjustment 

(4 (B) (C) 

I. Full Cash Value 
Plant in Service 
Environmental 
Renewable Energy Equipment 
Total 

11. Assessed Value 
Assessment Ratio 

Plant in Service 
Environmental 
Renewable Energy Equipment 
Total 

111. Estimated Propertv Taxes 
Property Tax Rate 

Plant in Service 
Environmental 
Renewable Energy Equipment 
Total Estimated Property Taxes 
Arizona Property Tax Expense for 201 0 
Total Property Tax Expense Increase 

IV. Jurisdictional Exnense Adjustment 
ACC Jurisdictional Property Tax Expense Adjustment 

$ 7,874,172 $ 7,870,683 
$ 22,009 $ 22,009 
$ 4,632 $ 4,632 
$ 7,900,813 $ 7,897,324 

20% 20% 

1,574,834 1 ,574,137 
4,402 4,402 

926 926 
1,580,163 1,579,465 

9.00% 8.96% 

141,735 141,043 
396 394 
83 83 

142,215 141,520 
124,244 124,244 

17,971 

15,115 $ 14,531 $ (584) $ 

Notes and Source 
COLA: AF'S workpaper JCL-WP26, page 4 of 5 
Line 158~16: APS workpaper JCL-UrP26, page 2 of 5 
Co1.B: APS October 26,201 1 Update, APSl4932, page 4 of 5 
Line 158~16: APS14935, page 2 of 5; workpaper JCL-WP26 updated, page 2 of 5 
Line 17, Co1.A: U S '  original filing, Schedule C-2, APS adjustment 14 
Line 17, Co1.B: APS' October 26,201 1 updated filing, Schedule C-2, APS adjustment 14 revised 
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An'zona Public Service Company 
Normalize Fossil Maintenance Expense 

Test Year Ended December 3 1,20 I O  
(Thousands of Dollars) 

APS Fossil Maintcnance Ewnense Adiustment; 

Attachment RCS-2 
Page 38 of 40 

Docket No. E01345A-11-0224 

Page 2 of 2 
Schedule C-15 

Line OVERHAUL ROUTINE MAINTENANCE TOTAL MADVTENANCE 
No. Onerntine Unit Teat Year PmForma Normal Test Year Pm-Forma Normal Test Year PW-FOIRIP 

(C) fLN (E) (F) (G) (H) 
- 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
so 
51 

52 

18 

Cholla 1 
Cholla 2 
Cholla 3 
Cholln Common 
Four Corners 1 
Four Corners 2 
Four Corners 3 
Four Cornen 4 
Four Cornels 5 
Four Corners Common 
Navajo 1,2,3 
Ocotillo Steam 1 
Ocotilb Steam 2 
Ocotillo Steam Common 
Ocotillo CT 1 
Ocotillo CT 2 
Ocotillo (3T Common 
Ocotillo Common 
Rdhnwk CC 1 
Redhawk CC 2 
Douglns CT 
Saguaro Sknm 1 
Saguaro Steam 2 
Saguam Steam Common 
Saguaro (3T 1 
Saguam CT 2 
Saguaro CT 3 
Saguaro CT Common 
Saguam Common 
Sundnnce -1 - CflO 
West Phoenix 1 
West Phoenix CC 2 
West Phoenix CC3 
West Phoenix CC 4 
West Phoenix CC 5 
West Phoenix CC Commoi 
West Phoenix CT 1 
West Phoenix CT 2 
West Phoenix CT Commoi 
Wwt Phoenix Common 
YucenCT1 
Yucca 0 2  
Yucca CT 3 
YuecaCr4 
YuecaCT5 
YucaCT6 
Yucca 5-6 Common 
Yucca <JT Common 
Yucca Common 

(A) 
2,239 
3,053 
2,310 

10 
2,324 
2,387 
3,291 

842 
744 

0 

I93 
98 
19 
58 
7 
0 
I5 

3,536 

9 
26 
20 
0 
6 
6 
2 
0 
0 

1,099 
82 

316 
221 
454 

2,452 
0 
2 
2 
0 
0 

31 
31 
23 
7 
0 
0 
0 
0 
0 

2,853 

3.1 18 

38 
8,041 

0 
0 

472 
7,092 

0 
3,516 

6 
0 

5,324 
135 
66 
16 

145 
6 
0 
9 

12.862 
1,369 

10 
4 
1 
0 

15 
20 

1 
0 
0 

1,609 
0 
1 
0 

157 
2,456 

0 
0 

12 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 
0 

2,201 
(4,988) 
2,310 

10 
1,852 

(4,705) 
3,291 

(2,674) 
738 

0 
0,471) 

58 
32 
3 

(87) 
1 
0 
6 

(9,326) 
1,750 

(1) 
22 
19 
0 

(9) 
(14) 

1 
0 
0 

82 
375 
221 
297 

0 
2 

0 
0 

31 
31 
23 

7 
0 
0 
0 
0 
0 
n 

(5 10) 

(4 )  

(10) 

. ,  
1.583 
4,327 
1.628 
4,64 1 
2,761 
2,756 
3,256 
1,261 
1,234 
1,903 
4,780 

400 
248 
342 
3 s  
21 
0 

197 
2.742 
2,781 

41 
36  
71 

112 
13 
21 

186 
5 

304 
452 
802 
303 
267 
66 1 

2.146 
143 
113 
36 

968 
2 
6 

9 
9 
8 

19 
7 

SI 

(29) 

(4) 

1,763 
2,016 
2,325 
4,084 
2,433 

3.244 
1,352 

975 
1,862 
3,448 

151 
129 
428 
48 
34 

0 
197 

2,320 
2,291 

46 
28 
27 
97 
20 
22 

166 
1 

308 
83 1 
258 

94 
133 
455 

2,017 
301 

58 
100 

3 
934 
(63) 

(3 ) 
(171) 
(10) 
29 
21 
86 
10 
84 

2,398 

1,763 
2,016 
2,325 
4,084 
2,433 
2,398 
3,244 
1,352 

915 
1,862 
3,448 

151 
129 
428 
48 
34 
0 

197 
2220 
2,291 

46 
28 
27 
97 
20 
22 

166 
1 

308 
83 1 
258 

94 
133 
455 

2.017 
301 
58 
IO0 

3 
934 
(63) 
P) 

(10) 
(171) 

29 
21  
86 
10 
84 

3,822 
7.3 80 

4,651 
5,085 
5,143 
6,547 
2,103 
1,978 
1,903 
7.633 

593 
346 
361 

93 

0 
212 

6,278 
5,899 

50 
62 
91 

112 
19 
27 

188 
5 

304 
1.551 

884 
619 
488 

1,115 
4,598 

143 
1 I5 
38 

968 
33 
37 
19 
16 
9 
8 

19 
7 

51 

3.938 

28 

(29) 

1,801 
10,057 
2.325 
4,084 
2,905 
9,490 
3,244 
4,868 

981 
1,862 
8,772 

286 
195 
444 
193 
40 

0 
206 

3,660 
56 
32 

97 
35 
42 

167 
1 

308 
2.440 

258 
9s 

133 
612 

4,473 
301 

58 
I12 

3 
934 

15,182 

28 

(63) 
(3 ) 

(171) 
(10) 
29 
21 
86 
10 
84 

0 0 116 116 881 116 881 ----- -- Fossil Non-Plant 
Total Fossil 31.946 43,382 (11.436) 44,535 37.496 7,039 76,481 80,878 f4.397) --------- 

S (4.290) - ACC Fossil 
Notes and Source 
Data are from APS $come Statement Pro Forma Adjustment for Normalized Fosul Maintenance k p m e  JCL-WP30 
haunts in the "normal" columns are based on a six-year average of "time adjustcd dollars" 
Subtotals for Four Comers Plant mntenance are show below 

APS APS A P S  
Proposed Proposed Proposrd 

53 Four Comers Units 1-3 8,002 7,564 438 8,773 8,075 8,075 16,775 15,639 1,136 
54 Four Comers Units 4&5 1,586 3,522 (1,936) 2,495 2,327 2,327 4,081 5.849 (1.768) 
55 Four Comers Common 0 0 0 1,903 1,862 1862 1,862 1,903 41 

9,588 11,086 (1,498) 13,171 12,264 12.264 22,759 , 23,350 (591) 56 Four Comers Total -- 
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Line 
- No. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

* 

* 

Edison Electric Institute 
Schedule of Expenses by NARUC Category 

For Core Dues Activities 
For the Year Ended December 31,2005 

NARUC Operatincr Exrmse Category 

Legislative Advocacy 

Legislative Policy Research 

Regulatory Advocacy 

Regulatory Policy Research 

Advertising 

Marketing 

Utility Operations and Engineering 

Finance, Legal, Planning and Customer Service 

Public Relations 

Total Expenses 

% of 
- Dues 

20.38% 

6.02% 

16.49% 

13.99% 

1.67% 

3.68% 

1 1.3 1% 

18.75% 

Docket No. E-01345A-11-0224 
Schedule C-16 

Page 2 of 2 

Recommended 
Disallowance 

20.38% 

16.49% 

1.67% 

3.68% 

Comments: 
The above percentages represent expenses associated with 
EEI's core dues activities, based on the operating expense 
categories established by NARUC. Core expenses are those 
expenses paid for by shareholder-owned electric utilities' dues. 

Administrative expenses are included in the percentages listed 
above. Approximately 1 1% of EEI's core dues expenses are 
administrative. 

7.71% 7.71% 

100.00% ' 49.93% 
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Attachment RCS-3 
Page 2 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S SIXTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

AUGUST 10,2011 

Staff 6.55: 

Response: 

Supplemental 
Response 
9/22/20 11 : 

DIRECT TESTIMONY OF M.A. SCHXAVONI: Re: Attachment 
MAS-1. Please update the projected closed cost and estimated in- 
Service Date for the listed projects and/or work Items. Please 
confirm that the various line items indicating in-Service prior to July 
31, 2011 were, In fact, put in-service a t  the closed costs indicated 
or edit the listing t o  indicate that the dates and/or costs were 
otherwise. 

Pursuant to discussions with ACC Commission Staff, the Company 
will update the capital project information for each of the Post Test 
Year Plant pro formas (Fossil Generation, Nuclear Generation, 
Distribution and General and Intangible Plant, and Solar 
Generation) with actual data through August 31, 2011. This 
information will be provided t o  all intervening parties no later than 
September 20, 2011. 

Attached are the following updated Post-Test Year Plant Additions 
pro forma adjustments using aduals through July 31, 2011: 

Solar Generation - APS14743 
Fossil Generation - APS14744 
Nuclear Generation - APS14745 
Distribution and General and Intangibles - APS14746 

Supporting calculations for property taxes and depreciation expense 
is also attached as APS14747. Please note the information attached 
to the Solar Generation Post-Test Year Plant Additions is 
confidential and is being provided pursuant to  an executed 
protective agreement. 

Witness: Jeff Guldner/Mark Schiavoni/Randy Edington/Daniel Froetscher/Jay La Benz 
Page 1 of 1 



Attachment R C S J  
Page 3 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 27, 2011 

Staff 27.2: Post test vear Dlant. 

a) When does APS expect to have actual 12/31/2011 (post test 
year) plant amounts available for review? 

b) When does APS expect to have actual 3/31/2012 (post test 
year) plant amounts available for review? 

c) Please provide the actual 12/31/2011 (post test year) plant 
amounts, by account, as soon as they are available, and 
provide the related trial balances. Reconcile the amounts of 
plant, by account, as of each date with the amounts on the 
tr ia I balance. 

d) Please provide the actual 3/31/2012 (post test year) plant 
amounts, by account, as soon as they are available, and 
provide the related trial balances. Reconcile the amounts of 
plant, by account, as of each date with the amounts on the 
tri a I ba lance . 

e) Please identify the amounts of recorded plant a t  3/31/2012 
that corresponds to the West Phoenix disallowance amount a t  
12/31/2010 in APS' proposed rate base adjustment for that. 

f) Please identify the amounts of recorded plant at  12/31/2011 
that corresponds to  the West Phoenix disallowance amount at  
12/31/2010 in APS' proposed rate base adjustment for that. 

Response: a) APS expects t o  have actual 12/31/2011 Post Test Year 
amounts available for review 30 days after the close of the 
year. 

b) APS expects t o  have actual 3/31/2012 Post Test Year 
amounts available for review 30 days after the close of the 
period. 

c) - (9 See (a) and (b). 

Witness: Jay La Benz 
Page 1 of 1 
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Attachment RCS-3 
Page 4 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 

DESIGNED TO DWELOP A JUST AND REASONABLE RATE OF RETURN 

' I  

Staff 27.8: 

Response : 

DOCKET NO. E-01345A-11-0224 
OCTOBER 27, 2011 

Accumulated DeDreciation . 
When does APS expect to  have actual 12/31/2011 
accumulated depreciation amounts available for review? 

When does APS expect t o  have actual 3/31/2012 
accumulated depreciation amounts available for review? 

Please provide t h e  actual 12/31/2011 accumulated 
depreciation amounts, by account, as soon as they are 
available, and provide the related trial balances. Reconcile 
the amounts of plant, by account, as of each date with the 
amounts on the trial balance. 

Please provide t h e  actual 3/31/2012 accumulated 
depreciation amounts, by account, as soon as they are 
available, and provide the related trial balances. Reconcile 
the amounts of plant, by account, as of each date with the 
amounts on the trial balance. 

Please identify the  amounts of recorded accumulated 
depreciation at  3/31/2012 that corresponds to the West 
Phoenix disallowance amount a t  12/31/2010 in APS' 
proposed rate base adjustment for that. 

Please identify the amounts of recorded accumulated 
depreciation a t  12/31/2011 that corresponds to the West 
Phoenix disallowance amount a t  12/31/2010 in APS' 
proposed rate base adjustment for that. 

APS expects to have actual 12/31/2011 accumulated 
depreciation available for review 30 days after the close of 
the year. 

APS expects to have actual 3/31/2012 accumulated 
depreciation available for review 30 days after the close of 
the period. 

- (9 See (a) and (b). 

Witness: Jay La Benz 
Page 1 of 1 



Attachment RCS-3 
Page 5 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 27, 2011 

Staff 27.9: Accumulated Deferred Income Taxes. 

a) When does APS expect to  have actual 12/31/2011 
Accumulated Deferred Income Tax amounts available for 
review? 

b) When does APS expect to  have actual 3/31/2012 
Accumulated Deferred Income Tax amounts available for 
review? 

c) Please provide the actual 12/31/2011 Accumulated Deferred 
Income Tax amounts, by account, as soon as they are 
available, and provide the related trial balances. Reconcile 
the amounts of plant, by account, as of each date with the 
amounts on the trial balance. 

d) Please provide the actual 3/31/2012 Accumulated Deferred 
Income Tax amounts, by account, as soon as they are 
available, and provide the related trial balances. Reconcile 
the amounts of plant, by account, as of each date with the 
amounts on the trial balance. 

e) Please identify the amounts of recorded Accumulated 
Deferred Income Tax a t  3/31/2012 that corresponds t o  the 
West Phoenix disallowance amount a t  12/31/2010 in APS' 
proposed rate base adjustment for that. 

9 Please identify the amounts of recorded Accumulated 
Deferred Income Tax a t  12/31/2011 that corresponds to  the 
West Phoenix disallowance amount a t  12/31/2010 in APS' 
proposed rate base adjustment for that. 

Response: a) APS expects to have actual 12/31/2011 Post Test Year 
Accumulated Deferred Income Tax (ADTT) amounts available 
30 days after the close of the year. 

b) APS expects to have actual 03/31/2012 Post Test Year ADlT 
amounts available for review 30 days after the close of the 
period. 

c)-f) See (a) and (b). 

Witness: Jason La Ben2 
Page 1 of 1 
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Page 6 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 25, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 25.11: Uncollectibles. Refer to  APS' response to data request Prefiled 1.21, 
APS14067. 

a. Please identify the annual revenues each year 2008, 2009 
and 2010, to which the uncollectibles relate, 

b. Please show an uncollectibles factor for each year 2008, 
2009 and 2010. 

c. Why has the uncollectibles expense in account 904 
decreased from 2008 to 2009? 

d. Why has the uncollectibles expense in account 904 
decreased from 2000 to 2010? 

e. Please reconcile the 2009 amounts shown on APS14067 with 
the 2009 general ledger page showing account 9040000, 
Uncollectible Accounts (APS14162, page 4791 of 4840). 
Identify, quantify and explain each reconciling item. 

f. Please reconcile the 2010 amounts shown on APS14067 with 
the 2010 general ledger page showing account 9040000, 
Uncollectible Accounts (APS14048, page 5007 of 5053). 
Identify, quantify and explain each reconciling item. 

Response: a. 2008 $2,921,679,877 
2009 $2,981,308,172 
2010 $2,964,091,853 

b. The uncollectible factor applied to revenue for 2008, 2009 and 
2010 was: 

2008 0.21% 
2009 0.21% 
2010 0.21% 

c. The decrease in uncollectibles expense from 2008 to 2009 is 
primarily due to  an increase in the write-off reserve in 2008. The 
reserve was increased in September '2008 when the factor was 
increased from 0.16°/~ to 0.21%. This resulted in an increase to 
expense of $753k In 2008. 

d. APS assumes this question refers to 2009 as opposed t o  2000. 
The decrease in uncollectibles expense from 2009 to 2010 is 
primarily due to  a small decrease in the reserve due to the slight 
decrease in revenue and a reduction in uncollectible expense. 

Witness: Jay La Benz 
Page 1 of 2 
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Page 7 of 86 ARIZONA CORPORATION COMMISSION 

STAFF’S TWENTY FIRH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 25, 2011 
I 
I 

Response to e. See APS14973, a t tached .  
Staff 25.11 
Continued: f. See APS14973, a t tached .  

i . Witness: Jay La Benz 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SWENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 27, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 27.4: 7 
throuah APS146. 

a) Please confirm that t he  company's proposed post test year 
plant additions for solar of $260.765 million total company 
and $251.899 ACC jurisdictional through June 30, 2012 
include $20.006 million and $19.326 million of additions 
projected for April 1, 2012 through June 30, 2012. I f  this 
cannot be confirmed, please explain fully and identify the 
amount of post test year solar plant additions that APS 
projected for the period April 1, 2012 through June 30, 2012 
per the STF 6.55 update. 

b) Please confirm that the Company's proposed post test year 
plant additions for nuclear of $111.397 million total company 
and $107.609 ACC jurisdictional through June 30, 2012 
include $9.447 million and $9.126 million of additions 
projected for April 1, 2012 through June 30, 2012. I f  this 
cannot be Confirmed, please explain fully and identify the 
amount of post test year nuclear plant additions that APS 
projected for the period April 1, 2012 through June 30, 2012 
per the STF 6.55 update. 

c) Please confirm that the Company's proposed post test year 
plant additions for coal and other fossil generation of 
$154.606 million total company and $149.350 ACC 
jurisdictional through June 30, 2012 include $22.621 million 
and $21.852 million of additions projected for April 1, 2012 
through June 30, 2012. I f  this cannot be confirmed, please 
explain fully and identify the amount of post test year coal 
and other fossil generation plant additions that APS 
projected for the period April 1, 2012 through June 30, 2012 
per the STF 6.55 update. 

d) Please confirm that the Company's proposed post test year 
plant additions for distribution of $333.398 million total 
company and $326.411 million ACC jurisdictional through 
June 30, 2012 include $9.386 million and $9.160 million of 
additions projected for April 1, 2012 through lune 30, 2012. 
If this cannot be confirmed, please explain fully and identify 
the amount of post test year distribution plant additions that 
APS projected for the period April 1, 2012 through June 30, 
2012 per the STF 6.55 update. 

e) Please confirm that the Company's proposed post test year 
plant additions for general and intangible of $99.586 million 
total company and $97.499 million ACC jurisdictional 
through June 30, 2012 include $2.795 million and $2.736 
million of additions projected for April 1, 2012 through June 

Witness: Jay La Benz 
Page 1 of 2 
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Attachment RCSS 
Page 10 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 27, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 27.4 30, 2012. If this cannot  be confirmed, please explain fully 
Continued: and identify the  amount of post test year general and 

intangible plant additions that  APS projected for the period 
April 1, 2012 through June 30 2012 per t he  STF 6.55 update. 

9 Please Identify the amount included in t he  Company's 
proposed post test year plant additions other than 
transmission for (1) total company and (2) for ACC 
jurisdictional through June 30, 2012 per t h e  STF 6.55 update 
materials include for  additions projected for April 1, 2012 
through June 30, 2012 and provide supporting 
documentation. 

Response: (a) - (c) APS confirms these  amounts. 

(d) The amounts listed appear  to be from t h e  original filing. For 
the updated Staff 6.55 amounts please see attached, 
APS14974. 

(e) The amounts listed appear  to be from t h e  original filing. For 
the updated Staff 6.55 amounts please see attached, 
APS14974. 

(f) Please see attached, APS14974. 

Witness: Jay La Benz 
Page 2 of 2 
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Staff 27.4 Docket No. E-01345A-11-0224 

(000's) 

(a) (b) ( 4  
Updated PTY April-June April-June 

Total Company Total Company ACC Jurisdiction 

Solar 260,765 20,006 19,326 
Nuclear 111,397 9,447 9,126 
Coal and other Fossil 154,606 22,621 21,852 
Distribution 3 3 0,604 . 40,038 40,030 
G & I  92,155 4,071 3,154 
Total 949,527 96,183 93,488 

*Column (a) include the total Post Test Year amounts by function. 
Colunn (b) amounts for Apr 2012 thru July 2012 are included in column (a). 

APS14974 
Page 1 of 1 
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Page 12 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY SECOND SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RWURN 

OCTOBER 14, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 22.7: Post test Year Dlant based test Year CWIP Poina into service. Refer 
to APS' 12-31-2010 CWIP balance is $459.316 million (per Sch E-1, 
line 4). 

a) Please provide an itemized listing, by plant account, of the 
components of the 12-31-2010 CWIP balance that total  to 
the $459.316 million. 

b) Please identify each i tem of 12-31-2010 CWIP that had been 
placed into service by  August 31, 2011 and provide the 
dollar amounts by plant account. 

c) Please identify each item of 12-31-2010 CWIP that APS 
expects will be placed into service between September 1 and 
December 31, 2011 and indentify the dollar amounts for 
each, by plant account. 

d) Please identify each item of 12-31-2010 CWIP that APS 
expects will be placed into service between January 1 and 
March 31, 2012 and indentify the dollar amounts for each, by 
p I a n t a cco u nt . 

Response: ' (a)-(d) Attached as APS14913 is the requested schedule. 

Witness: Jay La Benz 
Page 1 of 1 
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ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
OCTOBER 27,2011 

Staff 27.13: 

Response: 

December 31, 2010 end-of-test-year CWIP going into 
March 31, 2012. Refer to the  response to STF 22.7. 

a\ Does the information on APS14913 include ONC 

service by 

costs that 
were recorded as CWIP on APS' books a t  December 31, 
2010? 

b) Does the information on APS14913 include any additional 
dollars charged to CWIP or Plant accounts after December 
31, 2010 that were no t  contained in the December 31, 2010 
end-of-test year CWIP balance? 

c) I f  the answer to either part a or b is affirmative, please 
provide similar information that includes ONLY costs that 
were recorded as CWIP on APS' books at December 31, 2010 
and does not include any additional dollars charged to CWIP 
or Plant accounts after December 31, 2010 that were not 
contained in the December 31, 2010 end-of-test year CWIP 
balance. 

d) Are there any amounts for December 31, 2010 CWIP, i.e., in 
the $369,413,078 in column a on APS14913, that relate to  
projects under construction that are NOT expected t o  be in 
service by March 31, 2012? If so, please identify those 
amounts, preferably by function. 

a) I n  APS14913, columns a, c, d, and b the portion labeled 
"CWIP Ian-Aug 2011" reflect only costs that were recorded 
as CWIP as of December 31,2011. The portion of Column b 
"Actual Additions as of Aug 2011" reflects actual 'plant 
additions for work orders that were Included in the 12-31- 
2011 CWIP balance. 

b) Yes, see response (a). 

c) I n  APS14913, column (a) only includes costs that were 
booked to CWIP as of December 31, 2010. It does not 
include any estimated or actual dollars after December 31, 
2010. 

d) See column "e" in APS14970, attached. 

Witness: Jay La Benz 
Page 1 of 1 



I 

I 
I 

I 
I 
I 
I 

I 
I 

- 1  8 1  - 1  

I 

i 
i 
i 
I 

I 

4- 
N 

Attachment RCS-3 
Page 15 of 86 

- .- 
Y 
K 

v) 

C 
3 
0 

a 

:: 
m 
Y K 
rn - a 



Attachment RCS-3 

I .  

I 

t 

Page 16 of 86 ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 27, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 27.6: Accumulated DeDreCiatiOn. Referring to  the originally filed APS 
adjustments for post test year plant, by type of plant, and to the 
updated amounts that APS provided in response to STF 6.55, please 
provide the Total Company and ACC Jurisdictional amounts (1) as of 
3/31/2012 and (2) identify the changes APS estimated to occur for 
the period April 1, 2012 through June 30, 2012. 

Response : (1) Please see APS's response to Staff 15.9 for the 3/31/2012 
Total Company Accumulated Depreciation. The 
corresponding ACC jurisdiction of these amounts are as 
follows: 

e Solar: $3.391 Million 
e Fossil: $113.349 Million 

Nuclear: $94.045 Million 
Distribution and General & Intangibles: $219.674 
Million 

(2) For Fossil Generation, Nuclear Generation, and Distribution 
and General and Intangible Plant the only change in 
accumulated depreciation for the referenced period is 
continued depreciation on plant in service a t  12/31/2010. 
Consistent with the RES treatment Solar Generation, 
changes for the referenced perlod includes book depreciation 
on additions during the post test year period. 

Witness: Jay La Benz 
Page 1 of 1 



b) Please see APS's response to AECC 1.11 (c) for an estimate 
of 2012 bonus depreciation related to each of the post test 
year Plant additions on JCL-WP8. 

Witness: Jason La Benz 
Page 1 of 3 

Attachment RCS-3 
Page 17 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S FIFTEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 21, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 15.13: ADIT on Dost test Year Dlant additions. 
a) Please identify t h e  dollar amount of 2011 bonus tax 

depreciation related to  each of the post test year Plant 
additions on JCL-wp8; 

b) Please identify t h e  dollar amount of 2012 bonus tax 
depreciation related to each of the post test year Plant 
additions on JCL-wp8; 
Please identify the ADIT impacts from all 2011 and 2012 
bonus tax depreciation related to each of t h e  post test year 
Plant additions on JCL-wp8; 
Please include supporting workpapers and calculations in,  
Excel format for t h e  bonus depreciation and the  related 
ADIT impacts; and 
Please provide the related ADIT impacts if post test year 
plant additions were limited t o  those projected to actually 
be in service by March 31, 2012. 

c) 

d)  

e) 

Response: Inclusion of any such estimated projections of deferred taxes a s  a 
rate base offset may be deemed by the  IRS a s  inconsistent with the 
historical Test Year method generally used for cost of service and 
ratemaking purposes. Without guidance from the IRS that explicitly 
allows such inclusions, APS believes using such methodology would 
not be appropriate and could result in extremely unfavorable tax 
consequences to  the Company and its customers. 

a) Please see response to AECC 1.11 (c) for an estimate of 
2011 bonus depreciation related to  each of the post-Test 
Year Plant Additions on JCL-WP8. 

Based upon the updated pro forma calculations for post test 
year plant provided in APS's Supplemental response to Staff 
6.55, t h e  estimated bonus deprecation tax deduction for 
2011 has been modified from the estimate provided in AECC 
1.11 (c) to a range of $404M - $450M, as  shown a t  
APS14831. It  is anticipated that  APS will be unable to fully 
realize this benefit in 20'11 due to  expected tax loss 
carryforwards. Only realized benefits a re  eligible for 
normalization. 



Attachment RCS-3 
Page 18 of 86 . ARIZONA CORPORATION COMMISSION 

STAFF’S FIFTEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 21, 2011 
DOCKET NO. E-01345A-11-0224 

1 

I 

I 

Response to Based upon the updated pro forma calculations for post test 
Staff 15.13 year plant provided in APS‘s Supplemental response to Staff 
Continued: 6.55, the estimated bonus deprecation tax deduction for 

2012 has been modified from the estimate provided in AECC 
1.11 c) to  a range o f  $26M - $29M, as shown at APS14831. 

c) Please see response to  AECC 1.11 (c) for an estimate of the 
ADIT impacts from all 2011 and 2012 bonus depreciation 
related to each of the post test year Plant additions on 
J CL-w p8. 

Based upon the updated pro forma calculations for post test 
year plant provided in APS’s Supplemental response to Staff 
6.55, the estimated net ADIT impacts from all 2011 and 
2012 bonus depreciation has been modified from the 
estimate provided in AECC 1.11 c) to  a range of $79M - 
$128M, as shown a t  APS14831. 

Additionally, an estimate of the ADIT impacts from all 2011 
and 2012 bonus depreciation related to each of the post test 
year Plant additions has been reflected in the responses to 
Staff 15.1 and Staff 15.7. 

As discussed above, without guidance from the IRS that 
explicitly allows inclusion of these ADIT impacts in rate 
base, APS believes using such methodology would not be 
appropriate and could result in extremely unfavorable tax 
consequences to the Company and its customers. 

Attached in APS’s response to AECC 1.11 (c) a t  APS14740 
are the detailed schedules. Additionally, attached at 
APS14831 are detailed schedules used to  derive the 
estimated bonus depreciation deduction and related ADIT 
impacts based upon the updated pro forma calculations for 
post test year plant provided in APS’s Supplemental 
response to Staff 6.55. 

d) 

As discussed above, without guidance from the IRS that 
explicitly allows inclusion of these ADIT impacts in rate 
base, APS believes using such methodology would not be 
appropriate and could result in extremely unfavorable tax 
consequences t o  the Company and its customers. 

e) Net ADIT impacts if post test year plant additions were 
limited to those projected to actually be in service by March 
31, 2012 would be materially similar with the information 

Witness: Jason La Benz 
Page 2 of 3 
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Page 19 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S FIFTEENTH SET O F  DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

SEPTEMBER 21, 2011 

Response t o  computed at  APS14831. Net ADIT for 2012 bonus 
Staff 15.13 depreciation for plant additions, limited to either March 31, 
Continued: 2012 or June 30, 2012, would result in zero net ADIT for 

2012 bonus depreciation benefits. 

As discussed above, without guidance from the  IRS that 
explicitly allows inclusion of these ADIT impacts in rate 
base, APS believes using such methodology would not be 
appropriate and could result in extremely unfavorable tax 
consequences to  the Company and its customers. 

Witness: Jason La Benz 
Page 3 of 3 
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FREEPORT-MCMOFWN COPPER & GOLD INC. AND 
ARIZONANS FOR ELECTRIC CHOICE AND COMPETITION ("AECC") 

FIRST SET OF DATA REQUESTS REGARDING THE APPLICATION 
TO APPROVE RATE SCHEDULES DESIGNED TO DEVELOP 

A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 8, 2011 
DOCKET NO. E-01345A-11-0224 

AECC 1.11: Federal Income Tax - Computation of Increase in Gross Revenue 
Requirements for the pro forma 12 month test period ending Dec. 
31,2010 as shown in Schedule A-1: 

a. The Tax Relief, Unemployment Insurance and Job Creatlon 
Act  of 2010 (signed into law on December 17, 2010) allows 
greatly accelerated depreciation on qualifying property 
placed in service in 2011 and 2012 - 100% bonus tax 
depreciation in 2011 and 50% bonus tax depreciation in 
2012. I n  the August 25, 2010 technical conference, APS 
stated that its pro forma adjustmerlts summarized in 
Schedule B-2 and C-2 did not include the impacts of bonus 
tax depreciation for all qualified property placed in service 
after Dec 31, 2010 as provided for in the Tax Relief, 
Unemployment Insurance and Job Creation Act of 2010 
[signed into law on December 17, 2010). Please confirm this 
statement. 

b. Assuming APS did not include this bonus depreciation 
impact, please provide a detailed explanation of why the 
impact of bonus tax depreciatian for al l  qualified property 
was not included in the derivation of the APS's Total 
Company and ACC 3urisdiction pro forma earned rate of 
returns in this case. If bonus depreciation for qualified 
property is included for any portion of the period between 
December 31, 2010 and July 31, 2012, but not the entire 
period, please identify the period for which bonus 
depreciation was included. 

c. Assuming APS did not include this bonus depreciatian 
impact, please provide all of the adjustments necessary for 
each APS adjustment, if applicable, shown in Schedule B-2 
and C-2 t o  produce test year pro forma earned results of 
operatlons that incorporate all allowed banus depreciation for 
qualified property placed in service by 3uiy 31, 2012 as 
authorized by the statutes in effect on Dec 31, 2010, 
summarized for all of the rate base and expense categories 
shown in Schedules 51 and C-1 for both the Total Company 
and ACC Jurisdiction. These adjustments should allow for a 
complete assessment of the impact of induding bonus tax 
depreciation in the pro forma earned rates of return. As part 
of this response, please include all electronic workpapers 
with formulas intact used to derive the bonus tax 
depreciation impact. 

Witness: 3ason La Benz 
Page 1 of 3 
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FREWORT-MCMORAN COPPER &GOLD INC. AND 
ARIZONANS FOR ELECTRIC CHOICE AND COMPETITION ("AECC") 

FIRST S E T  OF DATA REQUESTS REGARDING THE APPLICATION 
TO APPROVE RATE SCHEDULES DESIGNED TO DEVELOP 

A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 8,2011 
DOCKET NO, E-01345A-11-0224 

AECC 1.11 d.  
Continued: 

Response: a. 

b. 

c. 

Please prepare a schedule similar to Schedule A- I  that 
identlfies the impact on APS's requested revenue increase for 
the impact of including bonus tax depreciation in APS's pro 
Forma test year data. Please provide this schedule in 
electronic format with formulas intact. 

APS confirms this statement. 

All bonus depreciation benefits realized by APS as of 
December 31, 2010 have been included in the Total 
Company and ACC Jurisdiction pro forma earned rate of 
returns in this case. Bonus depreciatlon benefits for future 
years, which are yet unrealized by the Company, have not 
been included. 

Consistent with the 2007 ACC Settlement, estimated 
projections of future unrealized deferred taxes related to 
post-Test Year plant addltions (in this instance the period 
between January 1, 2011 and July 31, 2012) are not 
reflected in the Total Company and ACC Jurisdiction pro 
forma earned rate of returns. Inclusions of any such 
estimated projection of deferred taxes may be deemed by 
the IRS as inconsistent with the historical Test Year method 
generally used for cost of service and ratemaking purposes. 
Without guidance from the IRS that explicitly allows such 
inclusions, APS believes using such methodology would not 
be appropriate and could result in extremely unfavorable tax 
consequences to the Company and its customers. 

The total estimated net deferred tax liability related to bonus 
depredation far the period January 1, 2011 through July 31, 
2012 is between $79 milliun and $124 million. This 
estimated net deferred tax liability is based upon a grass 
deferred tax liability for bonus deprecation between $146 
mllllon to $163 million, offset by deferred tax assets for 
expected federal tax loss carryforwards (created by the 
inclusion of bonus deprecation in taxable income) of between 
$41 million to $74 million. 

Attached at APS14740 is the detailed calculation of the 
bonus depreciation impact. Due to uncertainty inherent in 
the computation of taxable income prior to the end of the 
year, an adjustment range is provided for the rate base pro 
forma categories shown on Schedule 6-2. 

Witness: Jason La Benz 
Page 2 of 3 
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FREEPORT-MCMORAN COPPER & GOLD INC. AND 
ARLZONANS FOR ELECTRIC CHOICE AND COMPETITION (‘AECC”) 
FIRST SET OF DATA REQUESTS REGARDING THE APPLICATION 

TO APPROVE RATE SCHEDULES DESIGNED TO DEVELOP 
A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER 8, 2011 
DOCKET NO. E-01345A-11-0224 

Response to As discussed in b., above, the Company believes that 
AECC 1.11 without an express ruling from the IRS that explicitly allows 
Continued: inclusion of this deferred tax liability, it would be improper to 

adjust APS’s requested revenue increase. 

d. Other than the adjustments outline in c., above, which would 
.adjust rate base, APS does not anticipate any other changes 
to the information presented on Schedule A-1. 

As discussed in b., above, the Company believes that without 
express guidance from the IRS that explicitly allows inclusion 
of the deferred tax liability, it would be improper to  adjust 
APS‘s requested revenue increase. 

Witness: Jason La Benz 
Page 3 of 3 
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Attachment RCS-3 
Page 27 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTIETH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 6, 2011 
DOCKR- NO. E-01345A-11-0224 

Staff 20.1: m. Please provide ACC jurisdictional amounts for the monthly 
ADIT items listed on the  response to STF 15.7. 

Response: Attached a s  APS14858, which provides the ACC jurisdictional 
amount corresponding to the  Total Company amounts shown on 
response Staff 15.7. 

Witness: Zachary J. Fryer 
Page 1 of 1 
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Attachment RCS-3 
Page 29 of 86 ARIZONA CORPORATION COMMISSION 

STAFF‘S NINTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

SEPTEMBER I, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 9.2: How much cost has APS included in rate base and operating 
expenses related to the project for the Integrated Energy System 
with Beneficial C02 Reuse? If any amounts have been included, 

. provide the following information: 

a. Identify and provide the work order related to the project. 

b. List all rate base and operating expense amounts by account. 

c. List al l  project costs by vendor amount. 

d. List all reimbursements from the U.S. Department of Energy 
(DOE) under Award No. DE-FE0001099. 

e. List the amount of reserve or liability against DOE provided 
funds recorded through December 31, 2010. 

List all accounting entries related to this project through the 
present. 

f. 

Response: The Company Test Year cost of service does not include costs in 
rate base associated with the Integrated Energy System (IES) 
project or the Substitute Natural Gas (SNG) project referenced in 
Staff 9.3. The amount of operating expense recorded to these 
projects in 2010 were as follows: 

IES project expenses 
SNG project expenses 
Leg a I/Aud it expenses 

$2,334,478 (see APS14734) 
502,924 (see APS14735) 
291,522 (see Staff 9.4) 

Proforma Adjustment ~1.000.000l 

Total $2,128,924 

The above noted proforma adjustment is discussed in the testimony 
of Jason La Benz and is reflected on Schedule C-2, column 27, Page 
9 of 12 of the Company‘s filing. The associated workpaper is  JCL-39 
page 2 of 3 (“remove grant reserve”). This adjustment removed 
project costs incurred prior t o  2010 that were recorded as expense 
in the Test Year. 

The remaining expenses ($2,128,924) were included in the Test 
Year within above-the-line research and development accounts, 
However, given on-going discussions with the Department of 
Energy regarding these projects, APS will remove the expenses 
recorded during the Test Year that are associated with these 
projects. 

Witness: Jeff Guidner 
Page 1 of 1 
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Page 30 of 86 ARIZONA CORPORATI ON COMMISSION 

STAFF'S NINTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-Ol345A-11-0224 

SEPTEMBER 1, 2011 

Staff 9.3: How much cost has APS included in rate, base and operating 
expenses related t o  the project for the Development of a 
Hydrogasification Process for the Co-Production of Substitute 
Natural Gas (SNG) and Electric Power from Western Coals? 

a. Identify and provide the work order related to the project. 

b. List all rate base and operating expense amounts by account. 

c. List all project costs by vendor amount. 

d. List all reimbursements from the U.S. Department of Energy 
(DOE) under Award No. DE-FC26-06NT42759. 

e. List the amount of reserve or liability against DOE provided 
funds recorded through December 31, 2010. 

f. List all accounting entries related to this project through the 
present. 

Response: Please see APS's response to Staff 9.2. 

Witness: Jeff Guldner 
Page 1 of 1 
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Grant Name 

a) HPS 

. . ... , _..__ 

Account 2010 Reimbursement 
1430 .$ 319,904.74 See STF 19.21 
5880 $(15,303.76)' 

Attachment RCS-3 
Page 3 1 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTIETH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 6 ,  2011 
DOCKET NO. E-0 13 45A- 11 -0224 

b) DELP 

Staff 20.2: Grant funded wojects. 

Refer to the response to STF 15.23, APS14811, page 5 of 18. 
Please show, by account, how APS accounted for the project 
expenditures and the related government reimbursements in 
2010 for each of the following projects: 

a. High Penetration of Photovoltaic Generation Study (HPS). 

b. Distributed Energy Leadership Program (DELP). 

c. Membrane Technology Research (MTR) 

, 
1430 $ 17,824.32 See STF 19.21 
5880 $ 5,962.39 

c) MTR 1430 
4560 
5140 
9302 

I 

$ (14,978.95) $ 326,588.54 
$ 76,601.99 

$ 109.53 
$ 9,667.46 

Please see APS's response to Staff 19.21 for the government 
reimbursements for HPS and DELP. 

1. Project costs for the HPS award are.recorded to FERC 1430. 
As part of the monthly accounting cycle, APS's portion of the 
costs or "cost share" is moved from FERC 1430 to  FERC 
5880 through a system allocation. This allocation 
inadvertently moved $53,727.14 of DOE reimbursements to 
FERC 5880 causing a credit in FERC 5880. In July 2011, a 
reconciling entry was made to correct FERC 1430 and FERC 
5880. 

Witness: Jeff Guldner 
Page 1 of 1 
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Page 32 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTIETH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 6 ,  2011 
DOCKET NO. E-01345A-11-0224 

Staff 20.3: Post test year Dlant for w a n t  funded Droiects. 
Has APS included costs for any grant-funded projects in its 
request for post test year plant? I f  not, explain fully why not. 
I f  so: 

a. Please show the amounts of actual plant additions for 
grant-funded plant by month, by account, through the 
most current date for which actual information is available 
and the Company's best estimates for months after that 
through March 31, 2012. 

b. Please show by account, by month, the related grant 
funding for each such project. 

Response: (a)-(b) No. APS has not  included costs for any grant-funded 
projects in its request for plant additions or post-Test 
Tear plant. 

Witness: Jeff Guldner 
Page 1 of 1 



Attachment RCS-3 
Page 33 of 86 ARrZONA PUBLIC SERVICE COMPANY 

REGARDING THE APPLKATION TO APPROVE U T E  SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-0134SA-ll-XXXX 
JUNE 1,201 1 

PRE-FILED SET OF DATA REQUESTS 

Pre-filed I .40: Advertising Expense. For each of the advertising expense 
amounts in the Test Year, please provide an itemization of the 
amount by advertising campaigdadvertisemen t. 

Response: Attached, in Excel, as AI‘S14082 is a summary of Test Year 
advertising expenses charged to FERC account 930.1 -‘General 
Advertising Expenses.” 

Wilness: Jay La Benz 
Page I of 1 



... 

Advertsing Expense 

ITEM/DBCRIPTION 
Communications Payroll Expense 
Breakfast a t  the Zoo 
Mlscellaneous Admin expense 

Attachment RCS-3 
Page 34 of 86 

TOTAL AMDUNS 
z 131,623 

40,688 
3,238 

Energy Conservation/Sustainability 
Sustainability N Campaign Prod./Talent 

External Advertising retainer 
Hispanic DSM Rebates 
Green Up Arizona 
General AP5 advertising 
Sustaina bility Hispanic nl Advertising 
Energy Star homes expense 
Latino Perspectives Magazine Advertising 
COX Gross Advertising 
Clear Channel Outdoor Refrig recycling 
APS Home Energy expense 
Luke AFB Supplement 
Raising Arizona Kids Refrig recycling 
Latino Future Refrig recycling 
Energy Daily Advertising 
Flagstaff Community Power expense 
Green Choice expense 
Solar Today advertising 
Clear Channel Outdoor bulletins 
Sustaining AZ Production 
Renewables advertising 

K N X V - N  

SUBTOTAL: 

TCJTAL 

5 175,550 

$ 1,594,012 
522,851 
480,000 
195,923 
'143,523 
128,106 
113,975 

33,700 
25,500 
25,000 
22,060 
11,542 
10,927 
7,035 
6,470 
5,864 
5,354 
4,495 
1,370 
1,200 
313 

$ 3,373,201 

33,979 

s 3,548,750 

AP414082 
Page 1 of 1 
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Attachment RCS-3 
Page 35 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY FIRST SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 12, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 21.1: General Advertisinq ExDense. Refer t o  the response t o  Prefiled 
1.40, APS14082. Provide copies of the advertisements related to  
the following items: 

a) Sustainability TV Campaign Prodflalent - $1.594 million 

b) KNVX-TV, $522,851 

c) External Advertising Retainer, $480,000 

d) Green Up Arizona, $143,523 

e) General APS Advertising, $128,106 

9 Sustainability Hispanic lV Advertising, $113,975 

g) Latino Perspectives Magazine Advertising, $33,700 
h) COX Gross Advertising, $25,500 

i) Clear Channel Outdoor Refrig recycling, $25,000 

j) APS Home Energy Expense, $22,060 
k) Luke AFB Supplement, $11,542 

I) 
m) Energy Daily Advertising, $6,470 

n) Flagstaff Community Power expense, $5,864 

0) Clear Channel Outdoor bulletins, $1,370 

p) Breakfast a t  the Zoo, $40,688 

Raising Arizona Kids Refrig Recycling, $10,927 

Response: (a) Please see APS19000, attached. 

(b) Please see APS19001, attached. 

(c) The external advertising retainer PO can be found in 
response to Staff 21.2. Their services include general 
account management for advertising production. 

(d) Please see APS19002, attached. 

(e) The general advertising amount of $128,006 does not have a 
specific advertisement to provide, rather this supports 
multiple ads already contained in this response. 

(9 Please see APS19003, attached. 

(9) Please see APS19004, attached. 

Witness: Jeff Guldner 
Page 1 of 2 



Attachment RCS-3 
Page 36 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY FIRST SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 12, 2011 

Response to (h) Please see APS19005, attached. 
Staff 21.1 
Continued : (i) Please see APS19006, attached. 

(j) Please see APS19007, attached. 

(k) Please see APS19008, attached. 

( I )  Please see APS19009, attached. 

(m) Please see APS19010, attached. 

(n) Please see APS19011, attached. 

(0) Please see APS19012, attached. 

(p) The Breakfast at the Zoo charges did not encompass 
advertising and should have been recorded to Account 
930.2, instead of 930.1. No advertising copy is available. 

Witness: Jeff Guldner 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY FIRST SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-0134SA-11-0224 
OCTOBER 12,2011 

Staff 21.3: 

Response: 

Supplemental 
Response: 

Please provide an update of the Trial Balance (APS14766, 7 pages) 
for fiscal 2011 through period 9 (September 2011). 

The Company is in the process of closing its books for the required 
SEC quarterly filing. Once the Company has filed its Form 10-Q, it 
will provide the Trial Balance for fiscal 2011 through period 9 
(September 2011). 

Please see APS14965 for the requested trial balance. 

Witness: Jay La Benz 
Page 1 of 1 
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Page 39 o f  86 ARIZONA CORPORATION COMMISSION 

STAFF’S TWENTY FIRST SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 12, 2011 

Staff 21.4: General Advertisina EXDenSe. Why is the 2010 General Advertising 
Expense (Account 9301000) of $3,548,750 (APS14082 and 
APS14165, page 9) so much higher than the 2009 amount of 
$1,807,823 (APS14164, page 8)? Identify, quantify and explain the 
new and/or expanded advertising programs. 

Response: The 2010 general advertising expense was greater than 2009 due 
to expanded energy efficiency campaigns. These campaigns help 
APS achieve the Energy Efficiency goals established by the ACC 
which require APS to reduce sales by 22% by 2020. 

Witness: l ay  La Benz 
Page 1 of 1 
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Page 40 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY FIRST SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 12, 2011 

Staff 21.5: General Advertisincl ExDense. 

a) What was the General Advertising Expense amount recorded 
for Account 9301000 for  20081 

b) What is the budgeted General Advertising Expense for 2011? 

Response: (a )  I n  2008 the amount recorded in Account 930.1 was 
$3,435,898. 

(b) The budget for 2011 is $ 2,059,000 and for 2012 is 
$4,060,000. 

Witness: Jay La Ben2 
Page 1 of 1 
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Page 41 of 86 ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 27,2011 
DOCKET NO. E-01345A-11-0244 

Staff 27.10: General Advertisinq Expense. 
1.40, APS14082, and to the responses to STF 21.1 through 21.5. 

Refer to the response t o  Pre-filed 

a) What was the purpose of, and ratepayer benefit resulting 
from, the $40,688 Breakfast at the Zoo expense? 

b) Provide the invoices and support for the $40,688 Breakfast 
at the Zoo expense. 

c) Was the Breakfast a t  the Zoo for APS employees? I f  not, 
who was it for? 

d) Provide the invoices f o r  the $480,000 External Advertising 
Retainer. 

e) Provide the invoices for 2010 work that were submitted per 
paragraph 8.2 of the contract that was provided in response 
to  STF 21.2. 

f) Please reconcile the invoices provided in response to part c 
with the $480,000 amount for External Advertising Retainer. 

g) Where specifically in the contract that was provided in 
response to STF 21.2 is a retainer specified? 

h) Why is the General Advertising Expense budget for 2011 of 
$2.059 million per the response to STF 21.5 so much lower 
than the $3.549 million amount for 2010 per 
APS14082/response t o  Pre-filed 1.40. 

i) Provide a comparison of the 2011 budget with the actual 
expense recorded in Account 930.1, General Advertising 
Expense, for year-to-date 2011. Include explanations of 
budget variances. 

Response: a) The event was attended by approximately 2,000 employees 
and their families. The general purpose of the event was to 
partner with the Phoenix Zoo in Corporate wide recognition 
and appreciation of employee efforts to  serve APS's over 1 
million customers. 

b) Attached as APS14975 is the requested invoices. Please note 
these invoices are confidential and are being provided 
pursuant to an executed protective agreement. 

c) Yes, it was for an employee event. 

d) Please see APS14952 through APS14963, attached, for the 
invoices. Please note these invoices are confidential and are 
being provided pursuant to an executed protective 

Witness: Jay La Benz 
Page 1 of 2 
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Page 42 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 27,2011 

Response to  agreement.  
Staff 27.10 
Continued : e )  Attached a s  APS14979 are  the  Test Year invoices. Please 

note these invoices a r e  confidential and a re  being provided 
pursuant to an  executed protective agreement. 

9 No reconciliation is necessary, the  amounts tie. 

g) The retainer was n o t  specified in the contract. Rather, t h e  
retainer was an  amount  agreed upon to establish a baseline 
fund for advertising and account management support for 
t he  necessary advertising workload. 

h) In 2010, the  General Advertising Expense budget included 
$1.6 million dollars t o  fund production costs for a new 
Sustainability TV a n d  radio campaign and these ads 
continued to run in 2011. 

i )  Please see APS14964, attached, for t he  budget t o  actual 
comparison. 

Witness: Jay La Benz 
Page 2 of 2 
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Page 43 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S THIRTY SECOND SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

NOVEMBER 7, 2011 

Staff 32.1: Payroll Expense/Payroll Annualization. 

a. Explain fully and in detail how and why the as-recorded 2010 test year 
payroll amounts changed from APS' original filing, JCL-WP23, page 2 
of 10 to  APS14945, page 2 of 10, as shown in the following table: 

A P S  APS 
O~@~aJFFjfina Oct25,'2011,U~ 

Pape2oflD Pn$c?ofIO Test Ym 
JU-W23 m11945 

Cornponeat Tts! Year Tst  Year DifferenCe 

UUeulp10)llrmt S 3,107,699 S 3J07.453 $ (%a) 
BRscPaymU S 553,891.955 S 546.695451 S (5,199,501) 

Socii Seauity Tax S 32996,495 $ 32,725,341 S (211,154) 
hkdicare Tax S 6.031.433 S ?.956.041 0 VS.i93) 

Total S 596.027583 S 592.481286 S (5.546293 

b. Identify all amounts in the  "Test Year" column on APS14945, page 2 
of 10 that  do not represent actual recorded test year amounts. 

c. Identify all amounts in the  "Test Year" column on JCL-WP23, page 3 
of 10 that do not represent actual recorded test year amounts. 

d. Identify when APS first discovered an error in its "Test Year" amounts 
on JCL-WP23, page 2 o f  10, and explain in detail the nature of the 
error. 

e. Explain fully and in detail exactly what was not known and certain 
about the "Wage Change to  March 2011" amounts reflected in APS' 
original filing on JCL-WP23, page 2 of 10. 

f. Explain fully and in detail exactly what was not known and certain 
about the "Employee Change to March 2011" amounts reflected in 
APS' original filing on JCL-WP23, page 2 of 10. 

g. Why have the "Wage Change to  March 2011" amounts and the 
"Employee Change to March 2011" amounts reflected in APS' original 
filing on JCL-WP23, page 2 of 10 change in APS' October 26, 2011 
update per APS14945, page 2 of 10; explain fully and show and 
explain in detail exactly why such March 2011 amounts should have 
changed and did change: 

Witness: Jay La Ben2 
Page 1 of 2 
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Attachment RCS-3 
Page 44 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S THIRTY SECOND SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

NOVEMBER 7, 2011 

Response: a) The selling of paid time off and paid earned & accrued vacation was 
mistakenly included as base pay in the original calculation of Test Year 
base pay; therefore, the actual Test Year total base payroll, 
unemployment, Social Security and Medicare were overstated by 
$5,546,297. Therefore, when computing the pro forma, the necessary 
adjustment was correspondingly understated. 

b) All amounts in the "Test Year" column on APS14945, page 2 of 10, 
represent actual recorded Test Year amounts. 

c) The amounts in the "Test Year" column on APS14945, page 3 of 10, 
represent actual recorded Test Year amounts and should be used to 
replace those originally filed as JCL-WP23 page 3 of 10. 

d) The error was found when updating the Payroll Annualization Pro Forma 
to reflect the new Union wage contract for the October 25, 2011 
Update. See Staff 32.1 (a) for the explanation of the error. 

e) At the time the Payroll Annualization Pro Forma was developed March 
2011 actual employee wages were known and were used in the pro 
forma adjustment. 

9 At the time the Payroll Annualization Pro Forma was developed March 
2011 actual employee head counts wages were known and were used in 
the pro forma adjustment. 

g) The changes to  both the Wage Change and Employee Change from the 
original filing on JCL-WP23, page 2 of 10 to the APS's October 26, 2011 
update APS14945, page 2 of 10 are all related t o  the correction to test 
year base payroll as explained in Staff 32.1 (a). 

Witness: Jay La Benz 
Page 2 of 2 
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ARIZONA CORPORATION COMMISSION 
STAFF’S TWELFTH SET OF DATA REQUESTS TO 

ARIZONA PUBLIC SERVICE COMPANY, 
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A nlST AND REASONABLE RATE OF RE” 

OCTOBER 9,2008 
E-01345A-08-0172 

Staff 12.27 Meters. Refer to the Company’s response to Staff6.43e, StafY6.15 and 
APS12960. (a) Please confirm that on APSl2960 a ”vintage” and an 
”activity year” of 2007 would indicate a transaction occumhg in 2007. If 
no& explain fully why not (b) Also, explain what the ‘%ntage” and 
“activity year” mean in ApS12960 if mything different than the 
definitions listed in APS12959. (c) Please confirm that “adjusting year 
code” of “10” on AI’S12960 indicates a normal addition. and ‘40” 
indicates a normal retirement. If not, explain fully why not. (d) Please 
confirm that in 2007 APS added $12,186,852 as a no& addition in 
Account 37001 and in 2005 added $1 1,535,469. I f  this is not the case, 
explain I l ly  why not. (e) Please show in detail the amounts that APS 
added to plant in Account 37001 in each year 2005,2006 and 2007 for 
normal additions. (f) Please C O ~  that in 2006 APS added $591,859 in 
Account 37002 as a normal addition. If this is not the case, explain fully 
why not and show in detail the amounts that APS added to plant in 
Account 37002 in 2006 for normal additions. (g) Please provide all work 
orders and cost-benefit analysis A P S  has for making normal additions of 
plant into Accounts 37001 and 37002 in each year 2005,2006,2007 and 
2008. (h) Does APS project making any normal additions (Code 10 per 
APS 12959) of plant into either account, 3 700 1 or 3 7002, in 2008,2009 or 
2010? If not, explain fully why not. If so, please show the Code 10 
“noRnal.‘ adc!itions to each of these accounts projected for each year. 

Response: 
(a) Yes. Please see response (d). 

(b) APS’s transaction definition is the same as in APS12959 on page 2. 

(c) Transaction code 10 is a normal addition and transaction code 20 is a 
normal retirement. 

(d) The 37001 additions of $12,186,852 and $1 1,535,469 for 2007 and 
2005 respectively are NOT the total additions for the specified 
vintages. The tot& additions for 2007 were $1 1,935,595 and for 2005 
were 11,953,122. See schedule attached hereto at APS08997. 

Page 1 of 2 
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ARIZONA CORPORATION COMMlSSION 
STAFF'S TWELFTH SET OF DATA REQUESTS TO 

ARIZONA PUBLIC SERVICE COMPANY, 
ED APPLICATION TO APPROVE RATE SCHEDULES 
P A JUST AND REASONABLE RATE OF RETURN 

E-0 1345A-08-0172 
OCTOBER 9,2008 

Stif€ 12.27 

Response Continued: 

(e) Attached as APSO8997 is the requested schedde. 

(0 Yes, however the 2006 addition was transferred in 2008 to 37001. 

(g) The work orders used for capitalizing meter in utility accounts 37001 
: and 37002 are 63-1000,63-2000 and 63-1020. In response to the 

cost-benefit analysis question, please see StafTInterim 2.1 0. 

(h) The estimated meter additions for 37001 are $12.5M in 2008, $8.9M 
in 2009 and %4.2M in 2010. For utility account 37002, APS does not 
plan on any additions. 37002 are the older meter types that will no 
longer be purchased. APS is expecting a full AMI rollout. 

Supplemental Response: 

(g) The work orders used for capitalizing meter in utility accounts 37001 
and 37002 are 63-1000,63-2000 and 63-1020. These charge numbers 
were'established in the late 90's. They are fixed i n  our inventory 
system in order to facilitate the pre-capitalization pmcess. The 
approval for meter purchases is done at the Purchase Order (PO) level. 
The projected installs are measured with what is in stock in order to 
determine what needs to be purchased. 

In response to the cost-benefit analysis question, please see Staff 
Interim 2.10. 

, 

Witness: Jason La Benz 

Page 2 of 2 



Attachment RCS-3 
Page 47 of 86 

I 

. ARIZONA CORPORATION COMMISSION 
STAFF’S S E V E N T E E ”  SET OF DATA REQUESTS TO 

ARIZONA PUBLIC SERVICE COMPANY, 
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE R4TE OF RETURN 

OCTOBER 24,2008 
E-01345A-08-0172 

SW 17.7 Depreciation. Account 370.01. Refer to APSO901 1,2008 Depreciation 
Study workpapers. (a) Show in detail how each of the “derived additions” 
in cuIumn c on page 194 of 374 was derived. Include complete supporting 
calculations. @) Provide the accounting entries and all journal entry 
support for the $65,427,927 HSales, transfer and adjustment” amount for 
2004 in column E on page 195 and page 196. (c) On page 194, please 
explain what the amounts in column E, “amount surviving” based on 
experience to 12/31/2007 represent. (d) Are the “amounts surviving” for 
1998 through 2003 p h t  in account 370.01 as of lZ3 IO007 consistent 
with a five-year amortization? Knot, explain Mly why not. If so, explain 
in detail how. (e) What depreciation or amortization rate did APS use for 
Account 370.01 in each year, 1998 through 2007? 

Response: 

(a) All transactions used to derive Column C were provided in response to Staff 
6.1 5 .  Open the database, filter on the desired account, filter all transactions 
excluding Code 20s and sum the resulting transactions for each vintage year 
to produce results shown in the scheduIe attached as ApSi 3 179. 

(b) The $65,427,927 was a system transfer for meters. A P S  had one 
depreciation group for meters excluding Ah41 meters. In 2004 these meters 
were split into two distinct depreciation groups, electronic meters and the 
electromechanical meters. 37001 are the newer electronic meters and 37002 
are the old electromechanical meters. The.$65.4M was the bansfer from the 
37002 depreciation group to 37001. 

Please see APSO901 1 pages 195,202 and 203. Page 202 and 203 show the 
transfer fiom (credit) 37002 (electromechanical meters) to 37001 electronic 
meters which is shown as adebit on page 195. 

(c) Column C is the age distribution of surviving plant at December 31,2007 as 
also reported in the Generation Arrangement shown in Column C, page 193. 
An age distriiution is plant surviving @e., in service) by vintage year of 
placement. 

Page I of 2 
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ARIZONA COWORATLON COMMISSION 
STAFF’S S E V E N T E E ”  SET OF DATA REQUESTS TO 

ARIZONA PUBLIC SERVICE COMPANY, . 
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

E-01345A-08-0172 
OCTOBER 24,2008 

staff 17.7 

Response Continued: 
(d) Yes. These vintages Will be retired upon implementation of amortization 

accounting. Vintages 2003-2007 and any subsequent additions will be 
retired as each vintage achieves an age eqd. to the amortization period. 
Amortization over five years is consistent with ApS’s cmmnitment to a 
program of replacing electronic and electromechanical meters with AMI 
meters by 2012. See also White direct testimony, page 12, lines 1 ff.; White 
Attachment REW-1, page 3-4; response to Staff6.43; response to Staff 
6.51; response to Staff 12.25; and response to Staf€ 12.27. 

(e) The depreciation rates from 1998 to 2007 were as follows: 

37001 : Electronic Meters 
1998 to March 2005: 4.54% 
April 2005 to June 2007: 3.61% 
July 2007 to present: 3.68% 

37002: Electromechanical Meters 
1998 to March 2005: 4.54% 
Aprii 2005 to June 2007: 2.84% 
July 2007 to present: 3.02% 

Witness: Ronald White 

Page 2 of2 
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BEFOm THE ARIZONA CORPORATION COMMISSION 

Direct Testimony of 

Dr. Kimbugwe A. Kateregga 

on Behalf of 

Tucson Electric Power Company 

July 2,2007 
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Exhibit KAK-1 
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2007 
De reciation 
Ra P e Study 
Tucson Electric Power Company 
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-Nan--Local Generation 
-Dish-ibution and General 

Prepared by 
Foster Associates, Inc. 
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TUCSON ELECTRlC POWER COMPANY 
Comparison of Msed and Proposed Armrtl Rates 

Pmsent BG Ptocedore I RL TeGhnique 
Proposed: VG Promdun I RL Technique 

Statement A 

PlElSent Proposad 
Rem. F u t N e I  Accrual Avg. Rem Net Reserve Acuual 

Account Desktiption Life Satvage Rale Life Life Salvage Ratio Rate 
A I C 0 E F 0 H t 

DISlRlEUTLON I"T 
360.00 Riihts-of-Way 
361.00 StruCtureS and Improvements 
362.00 Shtion Equipment 
364.00 Pokes. Towen and FMures 
365.00 Overhead C4ndudoo and Devices 
366.00 Underground Conduit 
367.00 Underground Condudors and Devices 
36a.0~ Line Transformers - Overhead 
368.UG Line Tmnsfonnerc -Underground 
369.OH Services -Overhead 
359.UG Services -Underground 
370.00 Meten 
373.00 Stmat Lishl i i  and Signal SyEtemS 
374.00 Assat Retirement Costs 

Total Dlstribulion Plant 
GENERAL PUNT 

390.00 Strudurer and Improvements 
301 .CM Mfice Fum. and Equlp. - Computer 
392.CO Transportation Equipment - Cfars 0 
392.13 Tmsportatbn Equrpment - Class f 
392.CZ Trirnrpohtion Equipment -Class 2 
392C3 Transportalion muipment - Ctass 3 
382.C4 Transporlation Equipment - Class 4 
392.C5 Transportation Equipment - Class 5 
396.00 Power Operated Equipment 
397.00 Commun'mtion Equipment 

Depreckabb 

Top l  Deproctrble 
Amorhtabl. 

3BI.FE Mnca Furn. and Equip. - Fumlurc 

394.00 Tools, Shop and Garage Equipmenl 
395.00 Laboraloly Equipment 
398.00 Miscellaneous Equ 'wn t  

393.00 stores Equipmen! 

Total Amortizable 
Total Geneml Plant 
TOTAL W T M E N T  

NET SALVAGE 
106.02 Oisfrlbution 

Total Net Salvage 
TOTAL u n w  

-1 0.0% 
-1 9.0% 
-59.0% 
-1 7.0% 
40.0% 
33.0% 

-15.0% 
-15.0% 
-34.0% 
-34.0% 
-25.0% 

2.22% 
2.44% 
425% 
5.48% 
3.66% 
2.33% 
1.63% 
3.38% 
3.38% 

3.83% 
3.79% 

3.83% 

43.76 
44.83 
46.02 
39. I 6  
41.03 
43.44 
32.32 
26.12 
23.28 
28.70 
4781 
19.73 

37.61% 
26.90% 
33.01 % 
35.9B% 
38.71% 
38.11% 
36.88% 
51.83% 
41.39% 
53.55% 
28.30% 
40.91% 

1.43% 
1.63% 
1.46% 
1.63% 
1.47% 
1 J2% 
1.89% 
1.84% 
252% 
1.62% 
1.50% 
2.99% 

-25.0% 4.48% 36.67 36.24% 1.74% 
-7.0% 322% 31.53 6.20% 2.97% 

3.35% 33.61 38.5256 1.B24c 

2.22% 
20.00% 

16.01 8.87% 
16.0% 14.00% 
21.0% 11.29% 

9.0# 7.00% 
1.0% 7.07% 

3.33% 

18.0% 10.25% 

6.67% 
7.57% 

--- 
- 24 YearAmorIization -. 
c 15 Year Amortization - - 17 Year Amorti;utlon --. 

21.45 
' 2.95 
14.03 
5.10 
4.99 
7.07 
9.80 

10.67 
11.48 

15.0% 
15.0% 
25.0% 
15.0% 
10.0% 
5.0% 
5.0% 

4.0% 
- 

54.04% 
57.04% 
25.99% 
41.06% 
3655% 
4 1 .OS% 
43.96% 
38.28% 
46.95% 
32.72% 
44.54% 

2.14% 
14.56% 
4.03% 
8.6% 
7.71% 
6.22% 
4.70% 
5.32% 
4.19% 
3.71% 
5.31% 
- 

- 24 YearAmortiution - 
+ 15 Year Amortization - 
+ 17 YearAmortiution - - 17 Year ArnorUution -, + 17 Year AmorUratiin v 

+ 20 Year Amortization -L + 20 Y B W ~ O r t i ~ t i o t l - .  
8.00% 11.16 43.56% 5.06% 
7.65% 9.75 3.3% 44.37% 526% 
3.96% 25.53 0.5% 39.34% 2.30% 

43.08 -SO.O.A 33.61 -f5.0% 5.68% 0.28% 
?ziX-mf% ------ 

33.61 
25.53 6.7% 4422% 2.54% 3.96% 

PAGE 60 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

coMMIssIoNERs 
JEFF HATCH-MILLER- CHAIRMAN 
WILLIAM A. MUNDELL 
Mw? GLEASON 
KRISTIN K. MAYES 
BARRY WONG 

ZN THE MATTER OF THE APPLICATION OF ) DOCKET NO. G-04204A-06-- 
UNS ELECTRIC, INC. FOR THE 
ESTABLISHMENT OF JUST AND 1 
REASONABLE RATES AND CHARGES 1 
DESIGNED TO REALIZE A REASONABLE ) 
RATE OF RETURN ON THE FAIR VALUE OF ) 
THE PROPERTIES OF UNS ELECTRIC, INC. ) 
DEVOTED TO ITS OPERATIONS 
THROUGHOUT THE STATE OF ARIZONA AND ) 
REQUEST FOR APPROVAL OF RELATED 
FINANCING. 

Direct Testimony of 

Dr. Ronald E. Whi te  

on Behalf of 

UNS Gas, Inc. 

December 15,2006 



I -  

Page 53 of 86 

Exhibit REW-2 

2006 
De reciation 
Ra P e Review 

UNS Electric, Inc. 

Prepared by 
Foster Associates, Inc. 
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UNS ELECTRIC, INC. Statement A 
Comparison of Present and Proposed Accrual Rates 

Present BG Procedure / RL Technique 
Proposed: BG Procedure / RL Technique 

Present Proposed 
Rem. Net A m a l  Rem. Net Reserve A m a l  

Account Description Life Salvage Rate Lie Salvage Ratio Rate 
A B C D E F 0 H 

INTANGIBLE PLANT 
Depreck ble 

303.WP Mlx. Intangible - WAPA Switchboard 
Total Depreciable 
Amortizable 

302.00 Franchlses and Consents 
303.00 Mkceltaneous Intangible Plant 
303.WC Mi%. Intangible - WAPA Fiber Optic 
303.PC Mlsclntangible Plant - PC SofIware 

Total Amortizable 
Total Intangible Plant , 

OTHER PRODUCTION PLANT 
341.00 Structure5 and improvements 
34200 Fuel Holders, Producers and Accessories 
343.00 Prime Movers 
344.00 Generators 
345.00 Accessory Electric Equipment 
348.00 Miscellaneous Power Plant Equipment 

Total Other Production Plant 
fRANShRlSSlON PLANT 
350.RW Rights of Way 
352.00 Structures and Improvements 
353.00 Station Equipment 
354.00 Towers and F b r e s  
355.00 Poles and Fivtures 
356.00 Overhead Conductors and Devices 
359.00 Roads and Trails 

total Transmission Plant 
DISTRIBUTION PUNT 
360.RW Rights of Way 
361.00 Structures end Improvements 
362.00 Station Equipment 

365.00 Overhead Conductors and Devices 
366.00 Underground Conduit 
367.00 Underground Conductom and Devices 
368.00 Line Transformers 
369.0H Services - Overhead 
369.UG Services - Underground . 
370.00 Meters 
373.00 Sheet Lighting and Signal Systems 

Total Distribution Plant 
GENERA~PLANT 

Depreclable 

364.00 Poles, TOW6 8nd FlWtUreS 

390.00 Stnrctores and Improvements 
392.C3 Transportation Equipment - Class 1 
392.C2 Transportation Equipment - Class 2 
392.C3 Transportation Equipment - Class 3 
392.C4 Transportation Equipment - Class 4 
392.C5 Transportation Equipment - Class 5 
396.00 Power Operated Equipment 

total Depreciable 

38.00 2.92% 30.16 5.64% 3.13% 
- n E % m -  s . s 4 a x  

38.00 +- 25 Year Amortiation -. 
3820 t- 15 YearArnortization -. 
38.20 4.13% + 23 Year Amortiition + 
31.00 20.00% c 5 Year Amortization - 

723?T-?zT-- Tm5-%33&?z- 
3.79% 10.88 42.48% 3.09% 

38.00 1.38% 29.50 39.01% 2.07% 
38.20 2.42% 32.63 18.06% 2.51% 
37.00 2.34% 26.17 33.89% 2.53% 
22.60 0.87% 36.15 15.62% ' 2.33% 
39.50 2.20% 29.39 31.02% 2.35% 
31.00 1.87% 33.34 12.02% 2.64% 

--2m%-m- 7 x T i ? r m  

31.35 36.56% 2.02% 
19.70 3.77% 12.75 60.15% 3.13% 
23.00 2.92% 21.72 31.49% 3.15% 
12.40 4.00% 15.92 20.00% 5.03% 

30.10 2.71% 23.85 36.50% 2.66% 
15.90 -10.0% 5.77% 12:68 -10.0% 53.19% 4.40% 

44.90 2.01% 35.18 29.05% 2.02% -Lm-%m=3mX-nw 

23.60 
15.30 
18.90 

21 .SO 
14.30 
14.20 
18.30 
18.30 
26.20 
17.40 

18.40 

3.20% 
4.82% 

-10.0% 4.23% 
-10.0% 4.36% 

4.28% 
5.36% 

-5.0% 4.93% 
4.23% 
4.23% 

-5.0% 3.25% 
4.55% 

T?im 

27.71 
25.54 
11.54 
14.83 
15.16 
18.66 
1420 
13.46 
14.43 
16.26 
24.14 
18.64 m 

43.70% 
24.39% 
52.77% 

-10.0% 48.65% 
-10.0% 47.39% 
-5.0% 34.33% 

37.50% 
-5.0% 42.69% 

45.63% 
38.99% 

-5.0% 29.99% 
32.78% 

;6.0KTn% 

2.03% 
2.96% 
4.09% 
4.14% 
4.13% 
3.79% 
4.40% 
4.63% 
3.77% 
3.75% 
3.11% 
4.04% 77m- 

27.80 2.89% 29.03 23.14% ' 2.65% 
25.00°/6 4.00 49.01% 12.75% 
25.00% 3.02 48.60% 16.99% 
25.00% 3.28 33.72% 2021% 
12.50% 1.63 70.05% 13.47% 

17.40% 12.55% 12.50% 6.58 
6.80 3.33% 5.16 64.30% 6.92% -EX%-zm- 54.16%-iTwz 

PAGE 15 
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OF 
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tioa period. Reserve imbalances crerrted by the Tecommended amortization pen- 
ods were eliminated by a Systematic redistribution of recorded reserves. Reserve 
imbalances for the proposed amortization accounts were distn’buted to the remain- 
ing depreciable accounts in the General plant function. Net salvage realized in the 
future will be netted against current-year Vintage additions. 

Amortization accounting is also recommended for Account 370.01 (Meters - 
Electronic) and Account 370.02 (Meters - Electromechanical), APS has commit- 
ted to a pmgram of replacing electronic and electromechanical meters with AMI 
(Advanced Metering lnfrtructure) meters by 2012. Accordingly, a >year amor- 
tization period is recommended for Accounts 370.01 and 370.02. T h e  current pro- 
jection life of 26 years for electronic meters is recommended for AMI meters 
pending sufficient retirement experience to estimate service lives for Ah4I meter- 
jng technology. Reserve hnbalmces associated with the proposed meter amortiza- 
tion accounts were distributed to the remaining depreciable accounts in the Distri- 
bution plant function. 

, 

PROPOSED DEPREClATlON RATES 
Table 2 below provides a summary of the changes in annual rates and accruals re- 
sulting from an application of the parameters and depreciation system recom- 

. mended in tbe 2008 study for APS. 

A E C I 
_ _  

Accrual Rate 2008 Annualized Accrual 
Fundon Present Proposed Diff. Present Propas& ~ f ~ ~ n ~  

D p t 4  E .  F CrFI 

Steam Prcduciion 3.66% m% -0.35% 657,991,639 $52,743,069 ($5,248,570) 
Nuclear Produdion 28090 27% -0.UZ% 64608,141 68,160,962 (447,179) 
Mher Prduckn 259% 3.02% &43% 34,229,8t5 39,880,095 5,650,280 

1.3% 2260/. o . a %  1,139,490 1,865,917 726,427 
25wo 237% -0.13% 103,532,446 97,939,879 (5,562,567) 
5.9% 49% -1.M% 25,358,257 21,114,220 (4,244,037) 

Table 2. Present and Pmposed Rates and Accruals 

Foster Associates is recommending prbnary account depreciation rates 
equivalent to a composite rate of 2.84 percent Depreciation expense is currentiy 
accrued at rates that composite to 2.93 percent. The recommended change in the 
composite depreciation rate is, therefore, a decrease of 0.09 percentage points, 

A continued application of current rates would provide annualized deprecia- 
tion expense! of $290,859,788 compared with an annualized expense of 
$281,734,142 using the rates developed in this study. The proposed 2008 expense 
decrease is $9,125,646. The computed change in annuaIized accruals includes a 

PAGE 4 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

30MMI S SIONERS 

;ARY PIERCE 
'AUL NEWMAN 
;ANDRA D. KENNEDY 
30B STUMP 

CRISTIN K. MAYES - CHAIRMAN 

N THE MATTER OF THE APPLICATION OF ) DOCKET NO. E-04204A-09-- 
MS ELECTRIC, INC. FOR THE ) 
ZSTABLISHMENT OF JUST AND ) 
EASONABLE RATES AND CHARGES ) 
IESIGNED TO REALIZE A REASONABLE 
UTE OF RETURN ON THE FAIR VALUE OF 
"E PROPERTIES OF UNS ELECTRIC, INC. 

"ROUGHOUT THE STATE OF ARIZONA. 

) 
) 
) 

) 
IEVOTED TO ITS OPERATIONS ) 

1 

Direct Testimony of 

Dr. Ronald E. White 

on Behalf of 

UNS Electric, Inc. 

April 30,2009 
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Attachment REW-2 

2009 
Technical 
Update 

UNS Electric, Inc. 

Prepared by 
Foster Associates, lnc. 



Attachment RCSJ 
Page 60 of 86 

0 0 0' 7 ; ja 
I ,  

O O O O ~ O O V ~  0 0 0 0  o.o*"! 
m ' a i d u i u i m ~ m  m 

0 0 0 0 0 0 0  
0 0 0 0 0 0 0  

m Y 
d W W u i a i W r r j  

PAGE 18 



Attachment rc5-3 
Page 61 of 86 

UNS ELECTRIC, INC. {including Black Mountain) 
Comparison of Current and Proposed Accrual R E ~ S  

Current: BG Procedure I RL Technique 
Proposed: BG Procedure I RL Technique 

Statement A 

I Cumnl Rates (at lZI31/2008) Proposed Rales [at 12131R008) 
Account besubhn  Investment Net  Salvaae Total Investment Net Sabse  Total 

Total Depr8clable 
Amortizable 

302.W Franchkes and Consents 
303.00 Miscalhneow Intangible Plant 
303.WC Misc Intangible - WAPA Fiber O p h  
303.PC Miiclntanglble Plant - PC Software 

Total Arnortlzablo 
Total lntangibla PIant 

OTHER PRODUCTION PLANT 
341.00 Stnrdures and Improvements 
342.00 Fuel Holders, Producers and Accessories 
343.00 PrirneMovars 
344.00 Generaton 
345.00 Accessory Electric Equipment 
346.00 MlS~e~kW80U6 Power Plant Equipment 
353.00 Station Equipment 

Total Other Productlon Plant 
TRANSMISSION P w  
350.RW Riihts of Way 
35200 Strutwres a@ hprnwernents 
353.00 Station Equlpment 
354.00 Towers and Fbnures 
355.00 Poles and Fbdvm 
356.00 overhead Conductoa and D e v M  
358.00 Underground Conduetots and Devicas 
358.00 Roads and Tratls 

DISTRIBUTION PLANT 
36D.RWRighb of Wey 
361.00 Strudures end Impmvernenk 
36200 Station Equipment 
364.00 Poles, Towers and Fixtors 
365.00 Overhead Conductors end Devices 
368.00 Undergmund Conduit 
367.00 Undergmund Conductors and Devicas 
368.00 line Transformers 
368.0H Services - Overhaad 
369.UG Services - Underground 
370.00 Meters 
373.00 Streot Lighting and Slgnal Systems 

Total Dlstrlbutloo Plant 

Depreciable 

Total Transmisslon Plant 

GENERAL PlAw 

380.00 structures and lmpmvemenls 
392.Cl Transportation Equipment - Class 1 
392C2 Transportation Equipment - Class 2 
392.C3 Transportstion Equipment - Class 3 
382.M Tnnspcrtation Equipment - Class 4 
3BZC5 Transportation Equlprnent - Class 5 
395.DO Power Operatad Equipment 

TOW Depreclable 

INTANGIBLE PLANT 
Depreciable 

303.WP Miic. Intangible - WAPA Switchboard 3.1 3% 3.13% 2.62% 2.82% 
3.13% 3.13% 2B2% ze2X 

c 25 Year AmDrUzatlon -+ 
c 15 Yaar Amortization -+ t 15 Year Amortlratlon -+ 
t 23 Year Amort!zation -. c 23 Year Amortlzation -* - 5 Year Amortlzation -+ c 5 Year Amortlzation -. 
5.25% 5.25% 5.11% 5.11% 
7.00% 7.00% 7.00% 7j0% 

2.35% 
2.53% 
2.53% 
2.54% 
2.52% 
2.58% 

235% 2.36% 
2.53% 2.55% 
253% 2.53% 
2.54% 258% 
252% 2.55% 
258% 2.62% 

2.35% 
2.55% 
2.53% 

2.55% 
2.62% 

2.58% 

3.13% 3.13% 2.82% 2.62% 
255% 255% 2.58% n.sssb 

202% 2.02% 1.91% 1.91% 
3.13% 3.13% 2.93% 2.93% 
3.1 5% 3.15% 3.02% 3.02% 
5.03% 5.03% 4.89% 4.88% 
4.06% 0.40% 4.48% 3.86% 0.38% 4.24% 
2.66% 266% 255% 255% 
4.35% 4.36% 139% 0.10% 209% 
2.02% 2.02% 1.93% 1.93% 
3.38% 0.15% 3.52% 3.22% 0.14% 3.36% 

2.03% 
2.96% 
4.09% 
3.76% 
3.76% 
3.61% 
4.40% 
4.41 % 
3.77% 
3.75% 
298% 
4.04% 
3.85% 

2.65% 
12.75% 
16.99% 
2D21% 
13.47% 

2.03% 
2.96% 
4.09% 

0.36% 4.14% 
0.37% 4.Wk 
0.10% 3.78% 

4.40% 
0.22% 4.63% 

3.77% 
3.15% 

0.15% 3.11% 
4.04% 

0.22% r1.179b 

1.65% l .E% 
2.90% 2.80% 
3.84% 3.84% 
3.9% 0.34% 3.88% 
3.57% 0.35% 3.82% 
3.48% 0.17% 3.66% 
4.25% 0.02% 4.27% 
4.21% 0.24% 4.45% 
3.54% 3.54% 
3.81% 3.61% 
2.50% 0.11% 3.01% 
3.87% 3.87% 
3.76% 0.21% 

265% 2.60% 2.60% 
1275% 12.35% -0.46% 11.89% 
16.99% 16.33% -1.24% 15.09% 
Z0.21% '19.32% 0.94% 18.38% 
13.47% 11.68% -0.32% 11.56% 

1255% 12.55'4" 12.33% -1.23% 11.10% 
6.92% 6.92% 6.53% 6.53% 

11.04% 11.04% 10.56,% -0.68% 
PAGE 19 
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Attachment RCS-3 
Page 63 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-Ol345A-11-0224 

OCTOBER 25,2011 

Staff 25.8: Refer to the cost of the January 2010 through March 2011 non- 
voluntary severance program : 

a. Please confirm that APS is requesting an amount of O&M 
expense of $3.366 million in the current case for the January 
2010 through March 2011 non-voluntary severance program. 
I f  that amount cannot be confirmed, please identify the 
amount of O&M expense that APS is requesting, show how it 
was derived and reconcile i t  to  the information shown on 
JCL-WP27, page 2 of 12. 

b. What is the ACC jurisdictional amount that corresponds with 
the $3.366 million on JCCWP27, page 2 of 127 

Response: a. Yes, APS is requesting that $3.366 million of the $10.099 
million associated with the 2010 non-voluntary severance 
program remain in the Test Year. 

b. The ACC jurisdictional amount that  corresponds with the 
$3.366 million is $3.128 million. 

Witness: Jay La Benz 
Page 1 of 1 



. . . . . ... . . .. . . . . r--- . 

Attachment RCS-3 
Page 64 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENlY FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 25,2011 

Staff 25.6: Refer to  JCLLWP27, page 2 of 12. 

a. Please explain what the  APSCCO and Grand Total amounts 
for each prior year, 2003 through 2010 represent. 

b. Show in detail how the  APS share of the Four Corner and 
Cholla amounts for 2010 were determined. , 

c. Provide the basis and support for the ''41% participant 
recovery" factor. 

d. Does APS' proposed cost amortization period start when the 
savings started? I f  not, explain fully why not. 

.e. Please identify when t h e  savings started. 

Response: a. APSCO is the regulated utility Arizona Public Service 
Company. Grand Total is the sum of Pinnacle West and all of 
its subsidiaries. 

b. See attachment APS14950. The percentage of ownership for 
Cholla and Four Corners was used to calculate APS's share of 
the costs. APS's ownership share is as follows: 

Four Corners Units 1-3: 100% 
Four Corners Units 4-5: 15% 
Four Corners Common: 38.44% 
Cholla Units 1-3: 100°/~ 
Cholla Common: 63.34% 

c. APS receives recovery of a portion of its A&G expenses from 
the other owners of the  power plants that APS operates but 
does not own 100% of the asset. The supporting calculation 
is included as attachment APS14951. 

d. Yes, APS is requesting that $3.366 million of the $10.099 
million ' associated with the 2010 non-voluntary severance 
program remain in the test year, which represents the first 
year of a 3 year amortization of the severance costs. 

e. The savings started during the 2010 Test Year, as described 
in Staff 25.5, the savings from the headcount reductions 
have been reflected by reducing payroll costs as if those 
severed employees had been gone for all 12 months of the 
Test Year. 

Witness: Jay La Benz 
Page 1 of 1 



ARIZOP 4 CORPORATIO 
A t t a c h  ent RC S-3 
Page 65 of 86 COMMISSION 

STAFF'S TWENTY FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 25, 2011 

Staff 25.5: Severance. Refer to Mr. La Benz' direct testimony a t  page 25-26 
concerning the non-voluntary severance program. 

a. 

b. 

C. 

d. 

e. 

f. 

9. 

h. 

i. 

1. 

k. 

Please identify the number of positions severed by month 
related to the January 2010 through March 2011 non- 
voluntary severance program. 

Please show In detail how the first year savings of $22.446 
million was derived. 

Please provide a breakout of the first year savings of 
$22.446 million by month. 

Please identify the period covered by the "first year'' 
referenced on page 25, lines 17-18. 

Please show in detail how the $10.099 million of costs were 
recorded in each year. 

Please explain in detail and provide supporting calculations 
showing exactly how the $10.099 million cost associated 
with severing positions through a non-voluntary severance 
program that was recorded charged to O&M expense in 2010 
relates to the first year savings of $22.446 million. 

How much of the first year savings of $22.446 million 
occurred in 2010? Please show the 2010 savings in total and 
provide a breakout o f  such savings between (1) APS O&M 
expense and (2) capitalized construction costs and other. 

How much of the first year savings of $22.446 million has 
occurred in 2011 through September 30,2011? 

Is there a second and third year savings related to the 
January 2010 through March 2011 non-voluntary severance 
program? I f  not, explain fully why not. If so, please 
identify, quantify and explain the periods and annual 
amounts covered by the second and third year savings. 

How much total savings from the January 2010 through 
March 2011 non-voluntary severance program does APS 
anticipate that i t  will have realized in the period January 1, 
2010 through lune 30, 2012? Please show the amount by 
year. 

Did APS file a request for accounting deferrals and/or to  
establish a regulatory asset related to the $10.099 million 
cost of severing positions? I f  not, explain fully why not. If 
so, please identify and provide a copy of that request. 

Witness: Jay La Benz 
Page 1 of 3 
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Page 66 of 86 ARIZONA CORPORATION COMMISSION 

STAFF’S TWENTY FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 25, 2011 

Response: a. During the period January 2010 through March 2011 the total 
number of APS/PNW regular employees was reduced by a net 259 
employees. This was a combination of voluntary employee 
terminations and non-voluntary employee terminations, offset by 
employee new hires. 

The month to month net change in regular APS/PNWCC employees 
levels is as follows: 

Ian 2010 to Feb 2010 - (37) 
Feb 2010 to Mar 2010 - (42) 
Mar 2010 to Apr 2010 - (42) 
Apr 2010 to May 2010 - (12) 
May 2010 to Jun 2010 - (4) 
Jun 2010 to l u l  2010 - (30) 

Aug 2010 to Sep 2010 - (20) 
Sep 2010 to  Oct 2010 - (14) 

Nov 2010 to  Dec 2010 - (16) 
Dec 2010 to Jan 2011 - (18) 
Ian 2011 to Feb 2011 - (15) 
Feb 2011 to Mar 2011 - (25) 

lu l  2010 to Aug 2010 - (12) 

Oct 2010 to NOV 2010 - +28 

b. To clarify, the first year savings was $23,446,000, not 
$22,446,000. To the extent that an employee left the Company 
prior to the end of the test year, those wage savings are already 
reflected in the test year by virtue of them not being employed, The 
$23,446,000 savings portion of the Annualize Payroll Pro Forma 
related to the change in employee headcount levels and removes 
the expense that was in the test year for the months prior to  
departure so that the adjusted test year cost excludes the full 12 
months of wages. Please see attachment APS14949 for the 
calculation of the savings. 

c. The calculation of the pro forma adjustment to  payroll expense 
was made on an employee by employee basis and was not 
tabulated on a monthly basis. 

d. Since the Annualize Payroll Pro Forma annualizes the test year to 
March 2011 levels of employee head count, the first full year of 
savings would therefore be the 12 month period April 2011 through 
March 2012. 

Witness: l ay  La Benz 
Page 2 of  3 
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Page 67 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 25, 2011 

Response to  
Staff 25.5 
Continued: 

e. Please see the work papers JCL-WP27 pages 1 through 12 and 
APS's response to Staff 25.6 (b). 

f. The $23,446,000 pro forma adjustment, which represents the 
payroll cost savings not already reflected in the test year, is based 
on the net reduction of 259 employees. Non-voluntary employee 
reductions were each paid a severance. The cost to APS of these 
severance costs totaled $10,099,000. The concept is that  2010 
severance costs reduce future annual payroll costs. New customer 
rates will reflect lower payroll, but  that benefit should be partially 
offset by the cost of obtaining that benefit. 

g. None of the $23,446,000 savings actually occurred in the 2010 
Test Year, which is why it is reflected as a savings adjustment to  
the 2010 Test Year as part of the "Annualize Payroll" Pro Forma. 
The Annualize Payroll Pro Forma adjusts the Test Year to reflect 
March 2011 employees and wage levels. The Annualize Payroll Pro 
Forma removes the expense that still remains in the test year for 
the employees prior to  termination. Of the $23,446,000 savings, 
approximately $11,500,000 relate to APS O&M and $3,900,000 
relate to APS Capital, with the  remainder relating to amounts billed 
t o  participants in jointly owned facilities. 

h. See APS's responses to 25.5(c) & 25.5(d) 

i. See APS's responses to 25.5(c) & 25.5(d) 

j. See APS's responses to 25.5(c) & 25.5(d) 

k. APS did not file a request for accounting deferrals or establish a 
regulatory asset related to the $10,099,000. I t  dtd request, . 
however, that the expense be amortized over a 3 year period to  
match the cost against the benefit. 

Witness: Jay La Ben2 
Page 3 of 3 
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STAFF’S TWENTY FIRST SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 12,2011 

Insurance 
Carrier 

AEGIS 
EIM 

Zurich 

R U  

Twin City Fire 

Staff 21.6: Directors and Officers liabilitv insurance. 
a) Has the Company included any amounts in rate base for 

Directors and Officers liability insurance? I f  so, please identify 
the total and ACC jurisdictional amounts by account. 

b) Has the Company included any amounts in operating expense 
for Directors and Officers liability insurance? I f  so, please 
identify the total and ACC jurisdictional amounts by account. 

c) Please identify the cost and coverage for each Directors and 
Officers liability insurance policy that was in effect during each 
year 2009, 2010 and 2011. 

d) Does the Company record any amounts for Directors and 
Officers liability insurance as prepaids? I f  not, explain fully 
why not. I f  so, please show the amounts for January 1, 2010 
through the present. 

Coverage 
Amount Annual Premium 

$35,000,000 $514,475 

$10,000,000 $15 1,200 

$15,000,000 $155,925 

$15,000,000 $93,555 

$15,000,000 $80,100 

Response: a) No, premiums for Directors and Officers liability insurance are 
expensed during the period in which the policy is in effect (see 
response b), not capitalized. 

b) Yes, in 2010 the Company included $1,170,354 Total Company 
and $1,099,366 ACC Jurisdiction in operating expenses which 
was recorded to  FERC account 9250000. 

c) The Company maintained a deductible of $2,500,000 for each 
of the years referenced. The following is a breakdown of 
coverage and premiums for each policy carried in these years: 

Witness : Jim H atfield 
Page 1 of 2 
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Attachment RCS-3 

to Staff 
21.6 Insurance Carrier Coverage 
continued: Amount 

AEGIS $35,000,000 

Chubb (Federal $15,000,000 

Zurich $1 5,000,000 

AXIS $1 5,000,000 

EIM $10,000,000 

ACE $15,000,000 
(Side A Only) 

Arch $15,000,000 
(Side A Only) 

Insurance) 

Page 69 of 86 ARIZONA CORPORATION COMMISSION 
STAFF’S TWENTY FIRST SET O F  DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A J U S T  AND REASONABLE RATE OF RETURN 

Annual Premium 

$657,354 

$135,000 

$103,500 

$76,500 

$54,000 

$81,000 

$63,000 

DOCKET NO. E-O1345A-11-0224  
OCTOBER 12, 2011 

- Insurance Carrier 
AEGIS 

Chubb (Federal 
Insurance) 

Coverage 
Amount Annual Premium 

$35,000,000 $617,947 

$15,000,000 $141,000 

Zurich 

AXIS 

EIM 

ACE 

Arch 

$15,000,000 $108,100 

$15,000,000 $79,900 

$10,000,000 $56,400 

$15,000,000 $82,500 
(Side A Only) 

$i5,ooo,oao $65,800 
(Side A Onlv) 

d) The Company records premiums as an expense for the year in 
which coverage applies, Accordingly, all premiums incurred for 
the 2010 policy year were expensed in that calendar year. 

Witness: Jim Hatfield 
Page 2 of 2 
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STAFF'S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 6, 2011 

Staff 19.17: Refer to  the resbonse to STF 15.20. 

a) Identify which lower priority projects were cancelled. 
b) Please identify the "certain employee groups" for which 

base compensation was maintained in 2009 versus 2008. 

c)  What exactly was done to  produce the vegetation 
management savings of $400k? 

d) What exactly was done to produce the $1.3 million savings 
for pole line hardware and related equipment? 

e) What exactly was standardized for fossil plant operations to  
produce the claimed $3.5 million savings? 

f) What fossil plant staffing was reduced and how many full 
time equivalent (FTE) positions were cut related t o  the $3.1 
million claimed savings? 

g) Explain exactly what is meant by wage escalation being 
"absorbed" into a department and how that produces the 
claimed savings. 

h) What exactly were the Energy Delivery O&M improvements 
that resulted in the $1.2 million of claimed savings? 

i) What exactly were the Energy Delivery Tech and G I s  
mapping department improvements that resulted in the 
claimed savings of $1.0 million? 

j) What were the IT department staff and contractor 
reductions (in R-Es) that resulted in the claimed savings? 

k) Which IT lesser priority work was eliminated? 

Response: a) Interest savings were calculated from capital project cash 
flow savings from either lower costs or cancelled projects. 
While the majority of  cash flow savings were the result of 
projects being completed at a lower cost than anticipated, the 
specific projects that were cancelled consisted of: 

a. Various facilities projects cancelled at CHQ, totaling 
$4.5M in 2010. This represented projects on several 
floors that were planned for upgrading to current 
standards for furniture, flooring, remodeling, re- 
wiring, electrical, patching, painting, and technology 
wiring, 

b. Various facilities projects cancelled at Energy Delivery 
Division locations, totaling $1.5M in 2010. This 

Witness: Don Robinson 
Page 1 of 4 
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STAFF'S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-0 1345A- 11-0224 

OCTOBER 6 ,  2011 

Response to 
Staff 19.17 
Continued: 

represented projects at a variety of locations across 
the state of t he  same type and nature as described in 
the response to  a) above. 

b) As detailed in the letter dated March 18, 2009 on our 
compliance filing regarding 2009 cost management efforts, 
the employee groups for which base compensation was 
impacted included all officers, senior managers and all other 
management personnel. It also included reduced merit 
increases for non-union frontline employees. Attached is the 
March 18, 2009 letter as APS14884. 

c) Within the supply chain area, standardized procurement 
practices were established and implemented to improve 
planning, procuring, warehousing and delivery of materials 
and services. Specific activities included: 

a. For the vegetation management area savings, a 
contract renegotiation process was undertaken based 
on a detailed analysis and breakdown of the contract 
rate structure. As a result of discussions with the 
incumbent supplier, contract concessions were 
attained in several areas including general liability 
insurance costs and worker compensation costs, which 
totaled to $400K for 2010. 

b. For the Energy Delivery pole line hardware and related 
equipment area savings, a comprehensive strategic 
sourcing analysis was conducted on some 280 items 
within our warehouses procured from a variety of 
suppliers. As a result of this sourcing process, 
reduced costs were achieved from suppliers in a 
variety of ways, including by establishing set margins 
based on spend volume, reducing freight costs by 
using alternative means, reducing the quantity of 
suppliers to concentrate the spend volume, dealing 
directly with manufacturers instead of using 
distributors and using national pricing agreements and 
index pricing with set margins, all of which totaled to 
$1.3M in 2010. 

d) See c) above. 

e) As presented in Mark Schiavoni's testimony on pages 24-26, 
the standardization was of the many and varied processes at 
each of the fossil plants. This standardization of processes 

Witness: Don Robinson 
Page 2 of 4 



Attachment RCS-3 
Page 72 of 86 ARIZONA CORPORATION COMMISSION 

STAFF’S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 6,2011 

Response to enabled the plants to  become more cost effective and 
Staff 19.17 efficient. Historically, the plants had been run as individual 
Continued: entities rather than as an integrated fleet. A fossil operations 

model was established to move to  a one-fleet mind-set. This 
model consists of a comprehensive playbook of how Fossil 
Generation will operate and conduct business. It represents 
a proven way of managing and doing business that will allow 
Fossil Generation to align priorities, standardize on best 
practices, sustain results, and continuously improve 
operations. During 2010, over 100 Policy, Process and 
Procedure documents were developed and implemented. 
These processes and documents are categorized under five 
main groups: 

a. Safety effectiveness 
b. Workforce effectiveness 
c. Environmental commitment 
d. Operational excellence 
e. Asset management 

9 As indicated in our response to Staff 15.20, these reduced 
fossil staffing costs occurred at Cholla, Four Corners, and our 
other fossil areas. While full time equivalent positions are not 
specifically tracked within the company, employee counts by 
regular, temporary and contract employee groups are 
tracked. The savings identified in Staff 15.20 for the Fossil 
area was the result of over 100 regular employee positions 
being reduced in 2010, with the majority of those occurring 
at  the Four Corners power plant, the savings of which totaled 
$3.1M in 2010. 

g) Wage escalation costs being absorbed by a department 
means that the particular department is not receiving 
additional budgeted funds to cover the additional costs 
associated with the wage escalation. Therefore, the 
department must find savings across its other activities t o  
offset the wage escalation cost increase. 

h) As presented in Daniel Froetscher’s testimony on pages 18- 
20, Energy Delivery has had a concerted focus on cost 
improvement over the last several years. This improvement 
effort has included attention on work prioritization, work 
scheduling, work load, overtime costs, third party 
contractors, and process improvements such as the SOAR 
initiative. While these changes have lowered costs associated 
with capital projects, they have also improved the efficiencies 

Witness: Don Robinson 
Page 3 of 4 
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OCTOBER 6 ,  2011 
DOCKET NO. E-O1345A-I 1-0224 

Response to 
Staff 19.17 
Continued : 

of several operations and maintenance departments. Two of 
the primary departments that focus on operational activities, 
the ED Operations and Maintenance Department and the ED 
Technology and GIS (Geographical Information System) 
Department, were able to  gain cost reductions through these 
many process and efficiency improvements during 2010. 
More specifically, t he  ED Operations and Maintenance 
Department was able t o  gain efficiencies of $1.2M in 2010 by 
reducing overtime, reducing contractor work and stretching 
out the filling of vacancies. The ED Technology and GIS 
Department was able t o  gain efficiencies of $l.OM in 2010 by 
re-evaluating its processes and workload and reducing its 
workforce. 

i) See h) above. 

j) As indicated in response to 9 above, while full time 
equivalent positions are not specifically tracked within the 
company, employee counts by regular, temporary and 
contract employee groups are tracked. The savings identified 
in Staff 15.20 for the IT area was the result of over 100 
contractor and regular employee positions being reduced in 
2010, with the majority of those occurring from reduced 
contractor positions. 

k) As indicated In the response to Staff 15.20, most work 
processes and work activities performed by the IT 
Department were re-evaluated in 2010 and many work 
activities were reduced. Work requests that were reduced 
primarily included (but not exclusively) requests for 
development of new applications and enhancements to  
existing applications of a less critical nature to the supply and 
distribution of electricity to our customers, as well as 
requests for replacements of existing equipment that were 
beyond manufacturers' specifications in terms of technology 
support but still functional. 

Witness: Don Robinson 
Page 4 of 4 
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STAFF'S TWENTY FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 25, 2011 
DOCKET NO. E-01345A-11-0224 

Staff25.21: Refer t o  ICL-WP30, page 5 of 63. What specific non-plant 
maintenance was done in 2005 that caused the amounts in that 
year to be so much higher than in each and every other year? 

Response: Year 2005 was $900,000 higher than other .years because of 
$657,000 in incentive charged In that year plus a higher than 
average payroll accrual charged that year to department 9960 of 
$235,000 compared to  the six year average of $55,000. 

Witness: Jay La Benz 
Page 1 of 1 
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OCTOBER 27, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 27.11: Four Corners Units 4&5 acquisition - imDacts on APS' filinq. 

a)  Please identify, quantify and explain each component of APS' 
filing that  is impacted by, or reflects an assumption that  t h e  
proposed acquisition b y  APS of Southern California Edison's 
ownership in those units would be consummated. 

b) For each component or aspect  of APS' filing that  is based on, 
o r  effectively reflects t h a t  t he  proposed acquisition by APS of 
Southern California Edison's ownership in those units would 
be consummated, please show t h e  impact on APS' filing if 
that  proposed transaction were not to be consummated. 

c) Please explain and quantify the impacts of t h e  proposed 
acquisition of Four Corners U n i t s  4 and 5 on each of t h e  
following components of APS' filing, a s  well as any others 
that  have been affected by t h a t  proposed acquisition: 

Rate base - show by component 1. 

2. Mine reclamation cost recovery 
3. Dismantlement cost recovery 
4. Depreciation rates 
5. Base cost of fuel and purchased power 

Response: (a) - (c) The attached file APS14988 shows t h e  remaining net  
book value of the Four Corners a s se t s  as of December 31, 2010. 
See Direct Testimony of Ronald E White, page 10 for a 
description of how depreciation and dismantlement costs were 
addressed in consideration of t h e  proposed acquisition by APS of 
Southern California Edison's ownership in those units. In 
addition, t he  coal mine reclamation pro forma takes  into 
consideration the remaining lives of the  Four Corners units. 
If this transaction is not consummated these costs would still 
need to be recovered, although the  pattern of recovery may be 
different. They could be  recovered over t he  years 2012-2016, 
which represents t h e  likely remaining life of Four Corners absent  
t h e  APS acquisition of SCE's interest, o r  some other reasonable 
period of time as determlned by t h e  Commission. See Staff 
22.9 for a discussion related to  fuel impacts. 

Witness: Jay La Ben2 
Page 1 of 1 
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Attachment RCS-3 
Page 77 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY FIFTH S E T  OF DATA REQUESTS 
REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224  

OCTOBER 25, 2011 

Staff 25.22: Four Corners Units 1-3 maintenance. 

a. Refer to JCL-WP30, pages 2 and 3 of 63. Please provide 
APS' specific plans and budgets for overhauls on Four 
Corners Units 1, 2 and 3, in each year, 2011 and 2012. 

b. Please provide APS' actual expense for overhauls on Four 
Corners Units 1, 2 and 3 in 2011 through September. 

' c. Refer to  JCL-WP30, pages 2 and 3 of 63. Please provide 
APS' specific plans and budgets for Routine Maintenance on 
Four Corners Units 1, 2 and 3, in each year, 2011 and 2012. 

d. Please provide APS' actual expense for Routine Maintenance 
on Four Corners Units 1, 2 and 3 in 2011 through 
September. 

e. Given the expectation that APS will retire Four Corners Units 
1, 2 and 3 in 2012, please explain how the planned 
retirement will affect the $5.085 million, $5.142 million and 
$6.547 million maintenance expense for Four Corners Units 
1, 2 and 3 that APS is requesting. 

Does the overhaul and routine maintenance cycle typically 
cease with a fossil unit after it has been retired? If not, 
explain fully why not. 

g. What amounts of Overhaul and Routine Maintenance does 
APS project for each unit of Four Corners Units 1, 2 and 3 
beyond 2012? Explain and provide the projections. 

1. If APS has different projections for Units 1-3 post-2012 
maintenance depending upon whether those units are 
retired in 2012 or not, please identify, explain and 
provide the alternative versions. 

f. 

Response: (a) Please see APS14967, attached. 

(b) Please see APS14967, attached. 

(c) Routine Maintenance costs are related to  the continuing 
preventative and corrective maintenance, inspections and 
emergent repairs at  the plants. Thus, unlike outages, there 
is no specific and/or pre-defined work scope for all of the 
activities that are performed under Routine Maintenance. 
Please see attachment to  STF25.18 for 2011 Budget and 
2012 Forecast of Routine Maintenance. 

(d) APS's actual routine maintenance on Four Corners Units 1, 2 
and 3 in 2011 through September are $3,227KI $2,328K, 
and $2,642K, respectively. 

Witness: l a y  La Benz/Mark Schiavoni 
Page 1 of 2 



Attachment RCS-3 
Page 78 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S W E N T Y  FIFTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 25, 2011 

Response to  (e) APS's deferral order proposed in Docket No. E-01345A-10- 
Staf f  25.22 0474, would net any reduced costs of Units 1-3 with the 
Continued: acquisition of SCE's share of Units 4-5, thus providing 

customers the benefit of any cost offsets. Also, as stated in 
that Docket, Units 1-3 could continue running past the 
acquisition date to (1) allow for a transition period and (2) if 
favorable market conditions exist, APS could sell the output 
as off-system sales, crediting margins to customers through 
the PSA. 

(9 The normal overhaul and ongoing maintenance cycles would 
cease after a fossil unit  has been retired. However, costs will 
be incurred after a plant ceases operation in order to 
perform activities to secure the unit in a safe condition until 
dismantlement and decommissioning. 

(4) Please see response to 25.22(e) and (9, 
(g)( l )  I n  the event Units 1-3 remain in-service beyond 2012, 

maintenance costs for those units would increase and 
would likely reflect amounts similar to  those 
submitted in the Fossil Maintenance Normalization 
proforma. I f  a deferral order is granted maintenance 
costs for Units 1-3 would influence the amount of 
such deferral, see response to 25.22 (e). 

Witness: Jay La Benz/Mark Schiavoni 
Page 2 of 2 



Attachment RCS-3 
Page 79 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S FIRST SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

JULY 14, 2011 

Staff 1.36: Edison Electric Institute dues. 
a. What amount of dues for EEI has the Company requested? Show 

the amounts, by account. 
b. Provide copies of the Edison Electric Institute dues invoices for 

the years 2009, 2010 and 2011. 
c. Include invoices for each EEI committee any subgroup. 
d. Identify the portion for EEI dues and for each EEI group for 

lobbying activities that has been recorded into below-the-line 
accounts. 

Response: a. The company has requested $619,143 of EEI membership dues 
recorded in account 930.2. Also included in the request are 
subcommitte dues attched in part c below. UARG membership 
dues ' of $157,896 recorded in account 930.2. USWAG 
membership dues of $34,763 recorded in account 930.2. APUC 
membership dues of $2,500 recorded in account 593. 

b. Attached as APS14207, APS14208, and APS14209 are the 
requested invoices. 

c. Attached as APS14210, APS14211, and APS14218 are the 
requested invoices. 

d. Lobbying expenses for EEI of $132,329 were recorded into 
below-the-line accounts during the Test Year. Also included in 
the EEI dues are donations of $30,000 that were recorded into 
below-the-line accounts during the Test Year. 

Witness: Jay La Benz 
Page 1 of 1 
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1201 I Allocation I 
Total OBM Lobbying Charitable 

00-9302-00 004264-00 00-4261-00 
620 430 895 2011 Split 

. O&M Lobbying 
Regular Activities 705,660 557,471 148,189 79.00% 21.00% 
Industry Issues 70,566 45,868 24,698 65.00% 35.00% 
Mutual Assistance Prog 5,000 5,000 
201 1 Contribution 30,000 30,000 

81 1,226 608,339 172,887 30,000 

PO10 Allocation . 1 
Total O&M Lobbying Charitable 

00-9302-00 004264-00 00-4261 -00 
620 430 895 2010 Split 

O&M Lobbying 
Regular Activities 678,611 570,033 108,578 84.00% 16.00% 

Mutual Assistance Prog 5,000 5,000 
Industry Issues 67,861 44,110 23,751 65.00% 35.00% 

- 
2010 Contribution 30,000 30,000 

781,472 619,143 132,329 30,000 

APSl4209 
Page 4 of 4 
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Page 81 of 86 ARIZONA CORPORAJION COMMISSION 

STAFF'S TWENTY SECOND SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE O F  RETURN 
DOCKET NO. E-0 1345A- 11-0224 

OCTOBER 14, 2011 

Staff 22.5: Edison Electric Institute. 

a) Please provide the E E I  budget for each year 2008, 2009, 
2010 and 2011. 

b) Please provide the EEI financial statements for each year 
2008, 2009, 2010 and 2011. 

c) Does APS have any information breaking out EEI core dues 
activities by NARUC operating expense category, i.e., 
legislative advocacy; legislative policy research; regulatory 
advocacy; regulatory policy research; advertising; 
marketing; utility operations and engineering; finance, legal 
planning and customer service; public relations; and other? 
If not, explain fully why not. I f  so, please provide the most 
current Information APS has. 

Response: a) APS does not receive copies of EEI's budget. 

. . 

b) APS does not receive copies of EEI's financial statements. 

c) EEI does not prepare a schedule of expenses by NARUC 
Category. Instead E E I  provides a copy of a letter that 
identifies the percent of dues spent on legislative advocacy, 
which APS previously provided In response to Staff 1.36 as 
APS 14209. 

Witness: Jay La Benz 
Page 1 of 1 
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Attachment RCS-3 
Page 82 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 27,2011 
DOCKET NO. E-Ol345A-11-0224 

Staff 27.7: Accumulated Deferred Income Taxes. Referring to the originally 
filed APS adjustments for post test year plant, by type of plant, and 
to  the updated amounts that  APS provided in response to STF 6.55, 
please provide the Total Company and ACC Jurisdictional amounts 
(1) as of  3/31/2012 and (2) identify the changes APS estimated to 
occur for the period April 1, 2012 through June 30, 2012. 

Response : (1) Please see the APS response to  Staff 15.9 for 3/31/2012 
Total Company Accumulated Deferred Income Taxes (ADIT). 
The corresponding ACC jurisdiction of these amounts are as 
follows: 

Solar: $2.476 Million 
0 Fossil: $12.344 Million 

Nuclear: $30.226 Million 
Distribution and General & Intangibles: $1.878 Million 

(2) For Fossil Generation, Nuclear Generation, and Distribution 
and General and Intangible Plant, the only change in ADIT 
for the referenced period is continued book and tax 
depreciation differences on plant in service a t  12/31/2010. 
Consistent with the RES treatment, permitted by Decision 
No. 71448, Solar Generation ADJT change for the referenced 
period includes book and tax depreciation on additions 
during the post test year  period. 

Witness: Jay La Benz 
Page 1 of 1 



Attachment R C S J  
Page 83 of 86 ARIZONA CORPORATION COMMISSION 

STAFF'S FIFTEENTH SET O F  DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

SEPTEMBER 21, 2011 

Staff 15.7: Accumulated Deferred Income Taxes (ADITI. 
For ADIT, show the month-end balances by component and in total 
based on current monthly actual (if available) or projected (if actual 
is not yet available) information showing all monthly balances for 
each month, July 2011 through March 2012, and the resultant 
estimated ADIT balance a t  March 31, 2012. 

Response: Inclusion of any such estimated projections of deferred taxes as a 
rate base offset may be deemed by  the IRS as inconsistent with the 
historical Test Year method generally used for cost of service and 
ratemaking purposes. Without guidance from the IRS that explicitly 
allows such inclusions, APS believes using such methodology would 
not be appropriate and could result in extremely unfavorable tax 
consequences to  the Company and its customers. That said, please 
see schedule attached as APS14830. 

Witness: Jason La Benz 
Page 1 of 1 
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Page 85 of 86 

ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SECOND SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A- 11-0224 
OCTOBER 14, 2011 

Staff 22.9: Base cost of fuel. 

a) Please update Attachment PME-3 and PME-4 using current 
information on fuel costs projected for 2012. Please provide 
the updated results in Excel. 

b) Please provide quantifications and workpapers for the items 
in footnotes 1 through 7 on Attachment PME-3: 

1) ISFSI expense 

2) Coal reclamation costs 

3) Fuel costs associated with long-term tolling 

4) 
5) Fixed capacity 'contract costs 

6) Above market purchases of renewable that are 
recovered through RES 

7) Generation associated with Company owned facilities 

arrangements 

Native load head liquidation costs 

Response: a) APS is in the process of updating the base fuel and 
purchased power pro forma adjustment and will provide it 
upon its completion. We anticipate having this update 
available at the Rate Case Technical Conference on October 
27, 2011. 

1) Please see PME_WP2., page 1 of 3, for the test year 
amounts of nuclear ISFSI amortization excluded from 
the base fuel rate. 

b) 

2 )  Please see PME-WP2, page 1 of  3, for the test year 
amounts of coal reclamation costs excluded from the 
base fuel rate. 

3) Please see PME-WP5, page 2 of 7, for the amount of 
gas fuel expense associated with long-term tolling 
arrangements included in. the base fuel rate. 

4) Please see PME-WP5, page 2 of 7, for the current 
contract cost vs. market value of the native load 
power hedges (labeled "SE06 Hedge MTM") included 
in the base fuel rate. 

Witness: Pete Ewen 
Page 1 of 2 
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Page 86 of 86 

ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SECOND SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 14,2011 
DOCKET NO. E-0 1345A- 11-0224 

Response to 
Staff 22.9 
continued : 

5) Please see PME-WP5, page 2 of 7, for the amount of 
fixed capacity contract costs (labeled "Demand Cost" 
or "Demand") included in the base fuel rate. 

6) Please see PME-WPS, page 2 of 7, for the amount of 
above market purchases of renewable energy that 
are recovered through RES (labeled "Above-Market 
Premiums") included in the base fuel rate. 

7) Please see APS14923, attached. 

supplemental 
Response to 
Staff 22.9: 

a) Attached are the supplemental base fuel updated and 
associated workpapers: 

Attachment PME-3 as APS14926 
Attachment PME-4 as APS14927 
Workpaper PME-WP1 as APS14928 
Workpaper PME-WP2 as APS14937 
Workpaper PME-WP5 as APS14929 
Workpaper PME-WP6 as APS14930 
Workpaper PME-WP9 as APS14931 

Witness: Pete Ewen 
Page 2 of 2' 
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Attachment RCS-4 
Page 2 of 57 ARIZONA CORPORATION COMMISSION 

STAFF'S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 6, 2011 

Staff 19.14: ADIT on Post test year plant. Refer to  the response to  STF 15.13. 

a) Explain fully and in detail and cite all provision of the tax 
law, treasury regulations, IRS revenue rulings etc. relied 
upon for APS' opinion that reflecting ADIT that is directly 
related to post test year plant might in any way be 
inappropriate . 

b) Please provide a draft of the guidance that APS would need 
to seek from the IRS t o  explicitly allow post test year ADIT 
to  match post test year plant amounts being reflected in 
rate base. 

c) Please describe fully how APS would propose t o  reflect for 
ratemaking purposes the post test year ADIT that is directly 
related t o  post test year plant being included in rate base. 

d) Identify, quantify and explain in detail all tax loss carry 
forwards that exist for APS at December 31, 2010, and their 
estimated use and impact on 2011 bonus tax depreciation. 

e) Provide all APS calculations of projected or estimated use of 
tax loss carry forwards that exist at December 31, 2010. 

9 Provide all APS calculations of projected or estimated use of  
tax loss carry forwards that APS expects would exist at  
December 31, 2011 with APS taking 2011 bonus federal tax 
depreciation in 2011. 

g) How were the 37%, 63%, 90%, 18.5%, and 81.5% on 
APS14831 page 2 of 2 derived? Provide explanations and 
supporting calculations. 

Response: a) Accelerated depreciation was enacted by Congress with the 
general intention of encouraging economic growth and 
investment by providing a capital subsidy to those 
businesses investing in certain machinery and equipment. 
The immediate provision of the benefits of accelerated 
depreciation to utility customers (via lower current rates) 
was generally seen as contrary to the intended purpose of 
the incentive. To prevent this outcome, normalization of 
accelerated depreciation is required for ratema king 
purposes by IRC Section 168(f)(2) and (i)(9) and former 
IRC Section 167(1). 

The service continues t o  rely on the IRC §167(1) regulations 
in resolving issues arising under the MACRS normalization 
requirements. 

Witness: Jay La Benz , 

Page 1 of 4 



Attachment RCS-4 
Page 3 of 57 ARIZONA CORPORATION COMMISSION 

STAFF’S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 6, 2011 
DOCKET NO. E-01345A-11-0224 

Response to 
Staff 19.14 
Continued: 

For depreciation, a utility is generally considered in 
compliance with the  normalization rules if it meets three 
requirements: First, i t  must account for the variation 
between straight-line cost of service depreciation and 
accelerated tax deprecation in the ratemaking process by 
making an adjustment t o  a reserve account - that is, it 
must include a deferred tax expense component in cost of 
service. Second, while the deferred tax liability associated 
with accelerated tax  depreciation (the reserve account) can 
be used as a rate base reduction, the amount of the rate 
base reduction is limited. Finally, the reserve account must 
only be reversed for certain, specified events. 

The proposal regarding ADIT associated with post-test year 
plant implicates the second of the above-mentioned 
requirements - the rate base reduction limitation. 

Treasury Regulation §l.l67(l)-l(h)(6)(i) provides that ‘...a 
taxpayer does not use a normalization method of 
accounting if, for ratemaking purposes, the amount of the 
reserve for deferred taxes under section 167(1) which is 
excluded from the base to which the taxpayer‘s return is 
applied, or which is treated as a no-cost capital in those 
rate cases in which the rate of return is base on cost of 
capital, exceeds the  amount of such reserve for deferred 
taxes for the period used in determining the taxpayer’s tax 
expense in computing cost of service in such ratemaking.” 

This regulation section provides that a taxpayer may not 
exclude from rate base a reserve for deferred taxes in 
excess of the amount of reserve determined in computing 
tax expense in accordance with the normalization 
requirements. Thus, it requires that the reduction in rate 
base be synchronized with the quantity of deferred taxes 
reflected in cost of service. The Company is concerned that 
the incremental ADIT associated with post-test period plant 
fails to  satisfy this requirement insofar as it was never 
included in cost of  service. 

This regulation was drafted as a response t o  the ratemaking 
practice of computing tax expense for cost of service 
purposes utilizing historical information (e.g., 2010 historic 
test year), while computing the reserve for deferred income 
taxes allowable as a reduction from rate base based on 
projected data (e.g., deferred taxes for post test year). 

Witness: Jay La Ben2 
Page 2 of 4 



Attachment RCS-4 
Page 4 of51 

ARIZONA CORPORATION COMMISSION 
STAFF'S NINETEENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 6, 2011 
DOCKET NO. E-01345A-11-0224 

Response to 
Staff 19.14 
Continued: 

I n  the view of the IRS, this created two problems. First, 
assuming a financially healthy utility, the amount excluded 
from rate base was greater than the reserve for deferred 
tax a t  the end of the historical period. Failure to allow an 
investment return on this excess of the excluded amount 
over the amount of the reserve for the historical period 
resulted in flow-through o f  the benefits of the projected 
reserve accrual. Second, even though any projected 
increase in the reserve for deferred taxes would accrue over 
time, the entire amount expected t o  be in the reserve at the 
end of the future period was excluded from rate base. 
Excluding the full projected amount, even if ratemaking tax 
expense was computed using the same projections, resulted 
in denying a return on a greater amount that the utility was 
projected t o  have on hand a t  any particular time over this 
future period. Section l . l67(l)- l(h)(6)( i)  deals with the 
first problem, that of consistency, while 1.167(1)-l(h)(6)(ii) 
addresses the second problem, that of timing" (PLR 
9029040). 

The amount of the reserve excluded from ra te  base must be 
computed on the same period used to determine 
ratemaking tax expense. I f  a historical period is used to 

ratemaking purposes, the maximum amount of  the reserve 
that can be excluded from rate base is the amount of such 
reserve at the end of the historical period. 

determine depreciation for federal income tax expense for I 

Failure to  comply with the normalization rules can subject a 
utility to  significant penalties, including the forfeiture of 
accelerated depreciation deductions for the utility's public 
utility property. Taxpayers are obligated by regulation to 
report a normalization violation to  the IRS within 90 days, 

b) A draft of the guidance (a Private Letter Ruling) that APS 
would need t o  seek from the IRS has not yet been 
prepared, and could take several months t o  draft. 
Additionally, outside tax counsel would be needed to 
properly draft and file such a request for guidance. APS 
believes that the associated expenditures should not be 
made until it becomes readily apparent that no other 
options are available. 

C) With regard to the reflection of ADIT associated with post- 
test year plant, APS proposes one of two options: 

Witness: Jay La Benz 
Page 3 of 4 



r -- Attachment RCS-4 
Page 5 of 57 ARIZONA CORPORATION COMMISSION 

STAFF’S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 6,2011 

Response to 
Staff 19.14 
Continued: 

1) Allow post test year additions in a manner consistent 
with the 2009 rate settlement. That is, do not reduce 
the post test year plant additions for estimated post 
test year ADIT. Aside from being consistent with prior 
practice, this will clearly not violate the normalization 
rate base reduction limitation. 

2) Permit APS to  use a complete future test period ending 
June 30, 2012 for all rate case items. Not only would 
the information upon which rates are established be 
more representative of the conditions during the 
period in which rates would be in effect, because all 
components of the rate case would then employ the 
same basis of reporting, there would be no concern 
regarding the application of the normalization rules. 

d) No federal tax loss carry forwards existed for APS a t  
December 31, 2010. 

e) As stated above, no federal tax loss carry forwards existed 
for APS at December 31, 2010. 

g) The percentages on APS14831 page 2 of 2, provided in 
response to  Staff 15.13, represent estimated ranges of post 
test year plant additions eligible for either 100-percent or 
50-percent bonus tax depreciation. These amounts were 
estimated based upon prior experience with bonus 
depreciation from 2001 to  present. 

Witness: Jay La Benz 
Page 4 of 4 
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Attachment RCS-4 
Page 6 of57 ARIZONA CORPORATION COMMISSION 

STAFF'S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 6, 2011 

Staff 19.15: Tax loss carry forwards and income tax exoense. Refer to the 
response to STF 15.13, which mentions that APS expects tax loss 
carry forwards. 

a) Did APS pay any federal income tax for 2010? I f  not, 
explain fully why not. I f  so, please identify the amount 
paid. 

b) Did APS' parent company pay any federal income tax for 
2010? I f  not, explain fully why not. If so, please identify 
the amount paid. 

c) Does APS anticipate having to pay any federal income tax 
for 2011? I f  not, explain fully why not. I f  so, please 
identify the amount APS expects to pay and include 
supporting calculations. 

d) Does APS anticipate having to  pay any federal income tax 
fo r  2012? I f  not, explain fully why not. I f  so, please 
identify the amount APS expects to pay and include 
supporting calculations. 

e) Does APS' rate filing reflect any claim for current federal 
income tax expense? I f  not, explain fully why not. I f  so, 
please identify the amount and show in detail how i t  was 
calculated. 

9 Does APS' rate filing reflect any claim for deferred federal 
income tax expense? I f  not, explain fully why not. I f  so, 
please identify the amount and show in detail how i t  was 
ca I cul a ted . 

g) Does APS' rate filing reflect any claim for current Arizona 
state income tax expense? I f  not, explain fully why not. If 
so, please identify the amount and show in detail how i t  
was calculated. 

h) Does APS' rate filing reflect any claim for  deferred Arizona 
state income tax expense? I f  not, explain fully why not. I f  
so, please identify the amount and show in detail how it 
was calculated. 

i )  Can APS have a positive current federal income tax expense 
i f  no federal income taxes are being paid for the year and 
APS has a net operating loss carry forward? I f  not, explain 
fully why not. I f  so, explain exactly how that can occur, 

Response: 

Witness: Jay La Benz 
Page 1 of 3 
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OCTOBER 6, 2011 
DOCKET NO. E-01345A-11-0224 

c) No. As a result of 100-percent bonus depreciation, APS will 
have a tax net operating loss in 2011. 

e) Yes, APS's rate filing reflects a claim for current federal 
income tax expense. APS rate filing is based upon the 2010 
historical test year. Line 15 of JCL-WP25 shows the actual 
test year tax expense of $175.4 million. 

f) Yes, APS's rate filing reflects a claim for deferred federal 
income tax expense. APS rate filing is based upon the 2010 
historical test year. Line 15 of 3CL-WP25 shows the actual 
test year tax expense of $175.4 million. This actual test 
year tax expense contains federal deferred tax expense of 
$208.4 million. 

g) Yes, APS's rate filing reflects a claim for current state 
income tax expense. APS rate filing is based upon the 2010 
historical test year. Line 15 of JCL-WP25 shows the actual 
test year tax expense of $175.4 million. The actual test 
year tax expense contains a current state tax expense of 
$17.9 million. 

h) Yes, APS's rate filing reflects a claim for deferred state 
income tax expense. APS rate filing is based upon the 2010 
historical test year. Line 15 of JCL-WP25 shows the actual 
test year tax expense of $175.4 million. The actual test 
year tax expense contains a deferred state tax expense of 
$16.9 million. 

i) Yes. Income tax expense for financial accounting and 
ratemaking purposes is generally based upon accrual 
accounting principles. Income tax liability reported on a 
federal income tax return is based upon actual cash taxes 
paid. As such, material differences will arise. 

Witness: Jay La Benz 
Page 2 of 3 . 
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DOCKET NO. E-01345A-11-0224 
OCTOBER 6, 2011 

Response to 
Staff 19.15 
Continued: 

The Internal Revenue Code provides certain specific rules 
for the determination of taxable income. The use of these 
rules means that a utility's income tax expense for financial 
accounting and ratemaking purposes generally will not be 
the same as the income tax liability shown on its tax return. 
Moreover, the ACC has required the full tax normalization of 
these and other items since at  least 1983. See Decision No. 
53761. 

If a public utility commission uses the utility's Federal 
Income tax liability as shown on the utility's income tax 
return for income tax expense for ratemaking purposes, the 
commission is using a "flow-through" method of accounting 
for taxes. Section 168(f) of the Internal Revenue Code 
requires that a regulated public utility use a "normalization" 
method of accounting in order to qualify for certain 
accelerated tax benefits. "Flow-through" is explicitly n o t  
allowed. 

Witness: Jay La Benz 
Page 3 of 3 
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ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SEVENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-01345A-11-0224 
OCTOBER 27, 2011 

Staff 27.1: Pension/OPEB deferral. 

a) Are any of the amounts for pensions and OPEBs in 
JCL-WP35 supported by the actuarial reports that were 
provided in response to Pre-filed 1.23? I f  so, please 
reconcile the amounts for pensions and OPEBs in JCL-WP35 
to such actuarial reports. 

b) Please provide the actuarial reports supporting the 2011 and 
2012 pension and OPEB amounts in JCL-WP35. 

c) What is the 'SEBRP" i n  JCL_WP35? 
d) Does the SEBRP in JCL-WP35 have any relation to the 

Supplemental Executive Retirement Benefits Plan mentioned 
in APS witness Guldner's direct testimony a t  page 6, lines 
25-27? I f  not, explain fully why not. If so, please identify 
the  relationship . 

e) Identify, quantify and explain exactly how much of the 
pensionjOPEB deferral amount of $26,219,162 on JCL-WP35 
relates to the Supplemental Executive Retirement Benefits 
Plan, and provide supporting calculations. 

9 Does APS believe that Section I X  of the Settlement 
Agreement in Docket No. E-01345A-08-0172 or Order No. 
71448 authorized APS to defer costs for the Supplemental 
Executive Retirement Benefits Plan? I f  not, explain fully why 
not. If so, explain fully and provide the supporting 
documentation. 

g) Referring to  JCL-WP35, page 4 o f  9 and Settlement 
Agreement page 17, Section IX, Pensions and OPEB 
Deferrals. Does APS agree that the $23.949 million in 
Settlement Agreement paragraph 9.3 is the same as the 
$23,948,768 on JCL-WP35, page 4 of  9 and only includes 
the  $17,228,847 for pension and $6,719,921 for OPEB, and 
does include cost for the Supplemental Executive Retirement 
Benefits Plan or for the "Misc. Expense" line items? I f  not, 
explain fully why not. 

h) Does the $29,464,689 pension amount or $20,703,241 OPEB 
amount on JCL-WP35, page 3 of 9 include any amounts that 
would correspond to the "Misc. Expense" line item on 
JCL-WP35, page 4 of 9? I f  so, please identify the "Misc. 
Expense" amounts included in those figures. I f  not, explain 
fully why not. 
Refer t o  JCL-WP35, page 3 of 9. Provide the most current 
Towers Perrin information on Pension and OPEB that 
corresponds to the Pension and OPEB amounts on 
JCL-WP35, page 3 of 9. This includes the "final 2011 calc" 
mentioned on that workpaper as well as any subsequent 
corrections, revisions or ad j ustm en ts. 

Witness: Jay La Benz 
Page 1 of 3 

i) 
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REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 
DOCKET NO. E-01345A-11-0224 

OCTOBER 27, 2011 

Staff 27.1 j) Does APS have any estimates or projections of its 2012 
Continued: pension or OPEB cost? I f  not, explain fully why not. I f  so, 

please provide the most current projections and estimates. 
k) On JCL-WP35, page 2 of 9, why did APS assume that the 

2012 pension and OPEB amounts were identical to the 2011 
estimates? 

I) Please identify the amount and date of pension funding 
payments for each year, 2008 through 2011 to date. 

rn) Please identify the amount and date of OPEB funding 
payments for each year, 2008 through 2011 to date. 

n) Please identify the amount and estimated date of pension 
funding payments for  the remainder of 2011 and for 2012. 

0) Please identify the amount and estimated date of OPEB 
funding payments for  the remainder of 2011 and for 2012. 

Response : a) No. The information provided in Pre-Filed 1.23 covered 
actual valuations for 2008, 2009 and 2010. The information 
contained in JCL-WP35 was based upon projected 2011 
valuation, provided in (b). 

b) The 2011 and 2012 pension and OPEB costs were developed 
using the modeling tool provided by Towers Watson and 
actual inputs for trust fund balances, returns, etc. See 
attachment, APS14989, which contains the model inputs and 
outputs. 

c) The 'SEBRP" is the Supplemental Executive Benefit 
Retirement Plan (i.e. unqualified pension plan). 

d) Yes, they are the same. 

e) None of the $26,219,162 on JCL-WP35 relates to the 
Supplemental Executive Benefits Retirement Plan. 

f) No. Costs associated with Supplemental Executive Benefits 
Retirement Plan have not been deferred by the Company. 

g) The $23,948,768 on JCL-WP35 ties to the $23.949 million in 
Section 9.3 of the Settlement Agreement. This amount only 
includes $17,228,847 for pension and $6,719,921 for OPEB. 
It does not include SERBP or 'Misc Items." 

h) No. It does not include any "Misc Items" as Section 9.3 of 
the Settlement Agreement only allows APS to defer costs 
associated with Pension and OPEB. 

Witness: Jay La Benz 
Page 2 of 3 
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ARIZONA CORPORATION COMMISSION 
STAFF’S TWENTY SEVENTH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-O1345A-11-0224 
OCTOBER 27, 2011 

Response to i )  
Staff 27.1 
Continued : 

See attachment APS14990, which contains the latest (2011) 
valuation, presented to the Company on May 20, 2011 by 
Towers Watson. Please note these are total plan expenses 
and include not only those amounts related to APS O&M, but 
APS capital, and those billed to other participant owners of 
joint facilities that t he  Company operates but  does not own 
100% the assets. Please note th i s  attachment is confidential 
and is being provided pursuant to an executed protective 
agreement. 

Yes. See attachment APS14991, which contains the 2012 
Budget, which is based on APS’s most recent Pension and 
OPEB assumptions. Please note t h i s  attachment is 
confidential and is being provided pursuant to an executed 
protective agreement. 

The numbers for 2011 and 2012 are identical because an 
estimate for 2012 costs was not available and the Company 
had no additional information a t  t h e  time of filing that would 
warrant assuming a difference. Please see response to part 
(j) for t h e  most recent 2012 assumptions. 

Pension - 2011 - $0 to date 
Pension - 2010 - $194,880,000 (January - $48,365,000, 
March - $48,365,000, December - $98,150,000). 
Pension 2009 - $0 
Pension 2008 - $33,705,000 September 

m) OPEB - 2011 - $0 to date 
OPEB - 2010 - $16,391,050 December 
OPEB - 2009 - $14,998,778 December 
OPEB - 2008 - $10,569,301 (September - $9,702,601, 
December - $866,700) 

n )  2011-$0  
2012 - $67,041,000 

0 )  2011 - $19,718,000 
2012 - $19,718,000 

Witness: Jay La Benz 
Page 3 of 3 
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STAFF'S NINETEENTH SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

G r a n t  N a m e  

DOCKET NO, E-01345A-11-0224 
OCTOBER 6, 2011 

A c c o u n t  As of Year-to-date 
D e c e m b e r  SeDtem ber  

Staff 19.21: Grants and oovernment awards. Refer to the response t o  STF 
15.23. Refer to APS14788, pages 2 and 6 of 12. 

a) Have grant monies related to any of the three items listed 
on APS14788, pages 2 and 6 of 12, been received by APS 
(1) as of December 31, 2010, or (2) currently? I f  not, 
explain fully why not. I f  so, please identify the amounts of 
grant money received for each listed item a t  each date, and 
show in detail how APS has accounted for those funds. 

b) Please identify the amount of test year expense, by 
account,' for Lewis & Fowler consultants. 

c) Please identify the amount of test year expense, by 
account, for each of the following (per APS14788, page 8 of 

[BEGIN CONFIDENTIAL] 

12): - 
I - 

[END CONFIDENTIAL] 

IES 
H PS 

31, 2010 30, 2011 
1430 
1430 $ 314,387.95 $ 281,632.83 

For information related to  IES, please see APS response to 
Staff 9.2. 

b) Please see below table: 

Witness: Jeff Guldner 
Page 1 of 2 
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REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 6, 2011 
DOCKET NO. E-01345A-11-0224 

Response to 
Staff 19.21. 
Continued: 

Lewis & Fowler provided government grant compliance and 
oversight work associated with all of APS' government-funded 
grants and certain types of third party contracts funded with 
government monies. 

Lewis & Fowler had a separate work scope supporting IES 
that cost for which is not reflected in the table above and for 
which APS has proposed to remove from the Test Year. 
Please see APS's response to Staff 9.2. 

portion of the response is confidential and is being provided 
pursuant to an executed protective agreement. 

I 

Witness: Jeff Guldner 
Page 2 of 2 
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STAFF’S TWENTY FIRST SET OF DATA REQUESTS 
REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 12, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 21.2: General Advertisina ExDense. Refer to  the response to Prefiled 
1.40, APS14082. Please provide the contract for the External 
Advertising Retainer, $480,000. 

Respanse: Attached as APS14914 is t he  requested contract. Please note the 
attachment is confidential and is being provided pursuant to an 
executed protective agreement. 

Witness: Jay La Benz 
Page 1 of 1 
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ARIZONA CORPORATION COMMISSION 
STAFF'S TWENTY SECOND SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

OCTOBER 14, 2011 
DOCKET NO. E-01345A-11-0224 

Staff 22.2: Annual Incentive Compensation. Refer to the response to STF 1.34, 
APS14222. 

a) Please provide similar information showing the annual 
incentive compensation expense, by account, for each year 
2008 and 2009. 

b) Please identify how much of the annual incentive 
compensation in each year, 2008, 2009 and 2010 relates t o  
officers and senior management. 

c)- Please identify how much of the annual incentive 
Compensation in each year, 2008, 2009 and 2010 relates t o  
union employees. 

d) Please identify how much of the annual incentive 
compensation in each year, 2008, 2009 and 2010 relates t o  
front line and non-senior management. 

e) Please provide the ACC jurisdictional amounts, by account, 
for the annual incentive compensation expense for each year 
2008, 2009 and 2010. 

Response: (a)-(e) See attachment APS14921 for 2008, 2009 and 2010 
requested information. Please note this attachment is 
confidential and is being provided pursuant to  an executed 
protective agreement. 

Witness: Jay La Benz 
Page 1 of 1 
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ARIZONA CORPORATION COMMISSION 
STAFF’S TWENTIETH SET OF DATA REQUESTS 

REGARDING THE APPLICATION TO APPROVE RATE SCHEDULES 
DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN 

DOCKET NO. E-O1345A-11-0224 
OCTOBER 6, 2011 

Staff 20.8: Annual incentive Dlan (AIP). 

a. Please identify the amount of AIP cost, by account, APS has 
requested be included in the Company’s proposed pro forma 
adjusted operating expenses. 

b. Please. identify the amount of AIP cost, by account, APS 
recorded in 2010. 

c. Please reconcile the amount identified in resDonse to Dart b) 
with the [BEGIN CONFIDENTIAL] - I = [END CONFIDENTIAL] mentioned on 
APS14820, page 3 of 9. 

d. Please provide the high-level documentation for the annual 
incentive plan calculation process, mentioned on APS14820, 
page 4 of 9, in item 3. 

e. Please provide the documentation related to  the 2010 
incentive calculation process, mentioned on APS14820, page 
4 of 9, in item 2. 

f. Please identify the earnings requirement and threshold 
earnings that must be achieved prior to  any payout under 
the AIP (referenced on APS14820, page 6 of 9) and provide 
the documentation related to  measuring it and evaluating 
whether it was achieved. Provide this information for the 
2010 AIP payout, and also, provide the earnings requirement 
and threshold earnings that must be achieved prior to any 
payout under the A I P  for 2011. 

g. Provide the documentation for the Individual Performance 
component that was added in 2010, per APS14820, page 6 
of 9. 

h. 

Show the amounts by account recorded for this. in-each year, 
2010 and 2011. 

Has APS included any amount in its expense request related 
to  the $220,000 mentioned on APS14820, page 7 of 9? I f  so, 
please identify the amount by account. 

i. 

Witness: Jim Hatfield/Jay La Benz 
Page 1 of 4 
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OCTOBER 6, 2011 

1. Please provide a copy of the corrected spreadsheet in 
Excel. If a corrected Excel spreadsheet does not exist, 
provide in Excel the  original spreadsheet that was used 
for the calculations of AIP noted on APS14820, page 8 of 
9. 

2. Please identify the Officer amounts of AIP incentive 
compensation for 2010 by account, 

I. Refer t o  APS14820, page 9 of 9. Please provide the 
formalized documentation of the incentive calculation, 
including the documentation of the Company and Business 
Unit incentive metrics for each of the business unit areas. 
Please provide this information for 2010 and 2011. Please 
identify any related Excel files showing AIP calculations for 
each year, and provide such Excel files electronically in 
Excel. 

Response: a) See attachment APS14893 for the cost by account that APS 
has requested in this case. 

b) See same attachment as provided In a). 

d) The high-level management action plan documentation is 
scheduled to be completed by October 31, 2011. 

e) See response to d). 

Witness: Jim Hatfield/Jay La Benz 
Page 2 of 4 
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Response to f) For the 2010 AIP, the plan documents were previously 
Staff 20.8 provided in response to Staff 1.16 and pre-filed 1.24. The 
Continued : actual APS earnings achievement of $336M is as shown on 

SFR E-9 and as provided in response to Staff 1.16. For the 
2011 AIP, the plan documents were provided in Staff 1.16. 

g) The Individual Performance component documentation is as 
described in the 2010 plan document, which was previously 
provided in Staff 1.16. 

i) Yes, the $220,000 costs have been included as described in 
the response to  h) and the attachment t o  a) above. 

1) This was an error contained in a draft document, 
which was fixed before it was sent to the HR 
Committee. This corrected error was unrelated to the 
incentive cost accrual that was recorded In 2010 and 
included in the test year filing. 

Witness: Jim Hatfield/Jay La Benz 
Page 3 of  4 
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DESIGNED TO DEVELOP A JUST A N D  REASONABLE RATE OF RETURN 
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Response to  I) See response to  d) above. 
Staff 20.8 
Continued: Please note some portions of this response are confidential and are 

being provided pursuant to  an executed protective agreement. 

Witness: Jim Hatfield/Jay La Benz 
Page 4 of 4 
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REGARDING THE APPLICATION T O  APPROVE RATE SCHEDULES 
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JULY 14, 201 1 
DOCKET NO. E-01 345A-11-0224 

Staff 1.16: Incentive Proarams. List and describe all retirement and incentive 
programs available to  Company officers and employees. Provide a 
complete copy of each incentive compensation program and all 
related materials. Identify t h e  goals and targets in each year 2009- 
201 1, and all evaluations of whether such goals were exceeded. 

Response: As shown in  response to  Staff 1.15, the retirement programs 
consist of the SERP program, the 401-K program and the pension 
plan program. Please see that response for details of the retirement 
programs. The incentive program for APS is the APS Annual 
Incentive Award program. APS provided the plans for 2009 and 
2010 in response to  Pre-Filed 1.24. The 201 1 APS Annual Incentive 
Plan is  attached as APSl4212. The performance and metric results 
for the 2008, 2009 and 2010 Annual Incentive Plans, as 
communicated to  our employees, is attached as APSl4213, 
APS14214 and APS14215. Please note that this information is 
confidential and is  being provided pursuant to  an executed 
protective agreement. 

Witness: Jim Hatfield 
Page 1 of 1 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Petition for increase in rates by Progress 
Energy Florida, Inc. 

In re: Petition for limited proceeding to include 
Bartow repowering project in base rates, by 
Progress Energy Florida, Inc. 

In re: Petition for expedited approval of the 
deferral of pension expenses, authorization to 
charge storm hardening expenses to the storm 
damage reserve, and variance from or waiver 
of Rule 25-6.0143(1)(~), (d), and (0, F.A.C., 
by Progress Energy Florida, Inc. 

DOCKET NO. 090079-E1 

DOCKET NO. 090144-ET 

DOCKET NO. 090145-E1 
ORDER NO. PSC-10-0 13 1-FOF-E1 
ISSUED: March 5,2010 

Attachment RCS-5 
Page 2 of 31 

The following Commissioners participated in the disposition of this matter: 

NANCY ARGENZIANO, Chairman 
LISA P O L K  EDGAR 

NATHAN A. SKOP 
DAVID E. KLEMENT 

BEN A. “STEVE” STEVENS 111 

APPEARANCES: 

R. ALEXANDER GLENN, JOHN T. BURNETT, ESQUIRES, Progress Energy 
Service Company, LLC, P.O. Box 14042, St. Petersburg, Florida 33733-4042; 
JAMES MICHAEL WALLS, DIANNE M. TNPLETT, and MATTHEW 
BERNIER, ESQUIRES, Carlton Fields, P.A., Post Office Box 3239, Tampa, 
Florida 33601-3239; RICHARD D. MELSON, ESQUIRE, 705 Piedmont Drive, 
Tallahassee, Florida 323 12 
On behalf of Progress E n e r n  Florida. Inc. REF). 

CHARLES REHWINKEL, Associate Public Counsel, CHARLIE BECK, Deputy 
Public Counsel, and PATRICIA A. CHIUSTENSEN, Associate Public Counsel, 
ESQUIRES, Office of the Public Counsel, c/o the Florida Legislature, 11 1 West 
Madison Street, Room 812, Tallahassee, Florida 32399-1400 
On behalf of the Citizens of the State of Florida (OPC). 

STEPHANIE ALEXANDER, ESQUIRE, 200 West 200 West College Avenue, 
Suite 216, Tallahassee, Florida 32301 
On behalf of the Florida Association for Fairness in Rate Making (AFFIRM). 
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PAGE 97 

costs have been removed. Accordingly, we find that PEF has made the appropriate adjustments 
to remove aviation cost for the test year. 

H. Advertising ExDenses 

PEF removed promotional advertising costs in the amount of $3,388,000, as reflected in 
MFR Schedule C-2. The jurisdictional amount, net of tax, is $2,081,000. The explanation given 
by PEF is to exclude the cost of promotional advertising in order to comply with our guidelines. 

We note an excerpt from the procedures followed by our auditors for the 2008 base year: 

We reviewed additional samples of utility advertising expenses, industry dues, 
economic development expenses, outside services, sales expenses, customer 
service expenses and administrative and general service expenses to ensure that 
amounts supporting non-utility operations were removed. 

The Company's advertising expense is one of the areas specifically examined by our 
auditors. There were no findings with respect to this issue. Therefore, we find that PEF has 
made the appropriate adjustments to remove advertising expenses for the test year. 

I. Directors and Officers (D&O) Liability Insurance 

PEF argued that OPC witness Schultz is incorrect in his assertion that D&O liability 
insurance does not benefit ratepayers, and thus should be disallowed. PEF cited to the most 
recent TECO case in which this Commission decided that D&O liability insurance is a necessary 
and reasonable business expense and is appropriately included in customers' rates?' PEF 
asserted that we have already rejected the argument that Mr. Schultz raises in other cases and 
there is no valid reason for us to depart from its previous findings in this case. 

OPC witness Schultz questioned whether the cost of D&O liability insurance is a 
necessary and appropriate expense to pass on to ratepayers. He stated that the expense protects 
shareholders from the decisions they made when they hired the Company's Board of Directors 
and the Board of Directors in turn hired the officers of the Company. He noted that the 
Company included $2.2 million in Account 925 for D&O IiabiIity insurance, but he believes the 
correct amount to be $2,750,650 for $300,000,000 in coverage. He disagreed with our recent 
Peoples Gas case in which the expense was allowed as a legitimate business expense?' The 
witness testified that the pertinent issue is whether the cost is beneficial to ratepayers, not 
whether it is a legitimate business expense. He stated that we have disallowed the cost in the 
past. 

OPC witness Schultz testified that other jurisdictions have disallowed the expense. He 
stated, for example, that a Connecticut decision limited recovery by Connecticut Light and 

I '  

40 Order No. PSC-09-0283-FOF-EI, issued April 30, 2009, in Docket No. 080317-EI, In re: Petition for rate 
increase by Tamoa Electric ComrJanv, p. 64. 
4' Order No. PSC-09-0411-FOF-GU, issued June 9, 2009, in Docket No. 080318-GU, In re: Petition for rate 
increase by Peoples Gas Svstem, p. 37-38. . 
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Power to thirty percent, because ratepayers should not be required to protect shareholders from 
the decisions they make in electing the Board of Directors. He added that Consolidated Edison 
was not allowed to recover the full amount in a New York case. He explained that the 
disallowance was due to excessive coverage in part, and that a portion of the amount found to be 
reasonable was also disallowed. He stated the reason for the additional disallowance was that 
D&O Liability insurance provides protection to shareholders from matters in which the 
customers have no influence. 

OPC witness Schultz recommended disallowance of the total cost of D&O liability 
insurance of $2,750,650 ($2,412,100 jurisdictional) because the purpose of the insurance is to 
protect shareholders, not ratepayers. He stated that he does not take the position that the 
Company should not have the insurance, but that it should be paid for by those who benefit from 
the insurance; that is, the shareholders. 

OPC argued that PEF did not offer any testimony in rebuttal to OPC witness Schultz that 
the D&O liability insurance should be disallowed. OPC stated that, in each of the cases cited by 
witness Schultz in his testimony, the Company argued that D&O liability insurance is a 
necessary and prudent cost required to attract and retain competent directors and officers, yet a 
disallowance was made. OPC challenged the cost for $300,000,000 of coverage as being 
excessive, and questioned whether the cost for that level of coverage is appropriate to pass on to 
ratepayers. 

OPC noted in particular a Consolidated Edison C'ompany Case. OPC stated that in the 
final decision, the New York Commission (NYC) ruled that $300,000,000 of coverage was 
excessive based on the comparisons to similar companies and disallowed the premium associated 
with $100,000,000 excess, and then disallowed 50 percent of the premium associated with the 
$200,000,000 that was determined to be reasonable. OPC stated that, in the discussion, the NYC 
noted that D&O insurance provides substantial protection to shareholders who elect directors and 
have influence over whether competent directors and officers are in place, while customers have 
no influence. OPC noted that the NYC fkrther stated at page 91 of its order that: 

We find no particularly good way to distinguish and quantify the benefits of D&O 
insurance to ratepayers from the benefits to shareholders, especially taking into 
account the advantage that shareholders have in control over directors and 
officers. We believe the fairest and most reasonable way to apportion the cost of 
D&O insurance therefore is to share it equally between ratepayers and 
shareholders. 

FIPUG argued that the amount should be disallowed, because the expense directly 
benefits only PEF's shareholders. 

We agree with OPC witness Schultz that this Commission has disallowed D&O insurance 
in water and wastewater cases in the past!2 We do not agree with OPC that the ratepayers do not 

42 See Order Nos. PSC-09-0385-FOF-WS, issued May 29,2009, in Docket No. 080121-WS, In re: Application for 
increase in water and wastewater rates in Alachua. Brevard, DeSoto. Highlands, Lake. Lee, Marion, Oranre, Palm 
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benefit from D&O liability insurance. We believe that D&O liability insurance has become a 
necessary part of conducting business for any company or organization and it would be difficult 
for companies to attract and retain competent directors and officers with out it. We also believe 
that ratepayers receive benefits from being part of a large public company, such as easier access 
to capital which may result in lower rates. As stated in the TECO order: 

We find that p & O  liability] insurance is a part of doing business for a publicly- 
owned Company. It is necessary to attract and retain competent directors and 
officers. Corporate surveys indicate that virtually all public entities maintain 
[D&O liability] insurance, including investor-owned electric utilities. . . . We do 
not agree with OPC that the ratepayers do not benefit from p & O  liability] 
insurance. It is not realistic to expect a large public company to operate 
effectively without p & O  liability] insurance.43 

We agree with PEF that the amount of the D&O liability insurance provided in discovery 
responses is $2.2 million, not $2.75 million as adjusted by OPC witness Schultz. However, we 
note that the amount of the premium for the test year is projected to be higher than the premium 
for 2008-2009, but lower than the previous three years, even though the amount of coverage was 
increased from $280 million to $300 million. 

In summary, we believe that D&O liability insurance has become a necessary part of 
conducting business for any publicly owned company and it would be difficult for companies to 
attract and retain competent directors and officers without it. We also believe that ratepayers 
receive benefits from being part of a large public company including, among other things, easier 
access to capital. Because D&O liability insurance benefits both the ratepayer and the 
shareholder, it should be a shared cost. Thus, we find that O&M expense shall be reduced by 
$964,913 jurisdictional to reflect the sharing of costs between the ratepayers and the 
shareholders. 

J. Injuries and Damages Expense 

PEF stated that FERC Account 925 on MFR Schedule C-4, p. 44 of 48, reflects an 
expense of $8,882,000 for injuries and expenses. PEF stated that the numbers were audited by 
our auditors who reconciled the amounts on the MFRs for 2008 expenses to the Company’s 
actual book and records. PEF stated that it based its 2010 budget for injuries and damages 
expense on the Company’s actual historical 2008 expenses. PEF argued that it is, therefore, 
entitled to recover this expense. 

I :  

~ 

Beach, Pasco. Polk, Putnam. Seminole. Surnter. Volusia. and Washindon Counties bv Aaua Utilities Florida. Inc., 
p. 81; PSC-07-0505-SC-WS, issued June 13, 2007, in Docket No. 060253-WS, In re: Amlication for increase in 
water and wastewater rates in Marion. Oranae. Pasco. Pinellas. and Seminole Counties bv Utilities. Inc. of Florida, 
p.44; PSC-03-1440-FOF-WS, issued December 22, 2003, in Docket No. 020071-WS, In re: hplication for rate 
increase in Marion. Orange,Pasco, Pinellas. and Seminole Counties bv Utilities, Inc. of Florida, p. 84; and PSC-99- 
1912-FOF-SU, issued September 27, 1999, in Docket NO. 971065-SU, In re: Auulication for rate increase in 
Pinellas Countv bv Mid-CountV Services. Inc., p. 20-22. 
43 Order NO. PSC-09-0283-FOF-E1, issued April 30, 2009, in Docket NO. 080317-EI, In re: Petition for rate 
increase bv Tamua Electric Comuany, p. 64. 
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STATE OF CONNECTICUT 

DEPARTMENT OF PUBLIC UTILITY CONTROL 
TEN FRANKLIN SQUARE 
NEW BRITAIN, CT 06051 

DOCKET NO. 08-07-04 APPLlCATlON OF THE UNITED ILLUMINATING 
COMPANY TO INCREASE ITS RATES AND CHARGES 

February 4, 2009 

By the following Commissioners: 

John W. Betkoski, Ill 
Donald W. Downes 
Anthony J. Palermino 

DECISION 
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CORRECTED TABLE 

TABLE PIR - 5 

(in $000~) 
Compensation Expense 2009 - 201 0 - 
Proposed Base Payroll. 
Department Adjustment 
Allowed Base Payroll 

$56,627 
1$3,880) 
$52,747 

$59,115 
[$4.565) 
$54,550 

Overtime and Premium Pay 
Department Adjustment 
Allowed On and Premium Pay 

$6,754 
($1,672) 
$5,082 

$7,024 
($1,942) 
$5,082 

Capitalized Overhead Pay 
Department ,Adjustment 
Allowed Cap. OIH 

($4,083) 
$80 

($4,003) 

($4,207) 
$63 

($4,144) 

Incentive Compensation 
Department Adjustment 
Allowed Incent. Comp. 

$7,665 
j$3,671) 
$3,994 

$7,791 
1$3,797) 
$3,994 

Total Compensation Proposed 
Total Dept. Adjustments 
Total Allowed Compensation 

$66,963 
1$9,143) 
$57,820 

$69,723 
J$10,2411 
$59,482 

Allocated Incentive Comp. 
Total Department Adjustments 
Allowed Alloc. Inc. Comp. 

$1,154 

$601 
jS5531 

$1,146 
1$5591 
$587 

Total Compensation Adjustments ($9,696) ($10,800) 

To address the public’s concern that customers are paying 100% of the 
compensation paid to the top officers of the Company, the Department offers that, for 
example, the adjustments made in this Decision reduce the amount of compensation 
paid to the Company President and Chief Operating Officer, that are actually included in 
rates and paid by customers, by approximately 33% and 31 %, respectively. 

2. Directors and Officers Liability Insurance 

In its Application UI requested the Department authorize $844 thousand for 2009 
and 2010 Directors and Officers Liability Insurance (DOL) ($852 thousand less $8 
thousand allocated to non-regulated entities). Schedule WP C-3.31 A&B. The 
Company’s position is that DOL is a business expense of having a public corporation, 
and the customers pay for all of the ordinary business expenses that a company would 
incur. Tr. 10/14/08, pp 62 and 63. 

The OCC stated that in the past bko rate decisions involving UI, the Department 
has determined that a portion of Ul’s DOL insurance costs should be funded by 
ratepayers. Despite this fact, UI is proposing to recover 100% of its DOL insurance 
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adjustment to fringe benefits that accompany compensation. The Company indicates 
that its composite fringe benefit rate for 2009 and 2010 is 45%. Responses to 
Interrogatories EL-30-2; EL-31-2; and EL 33-1. 
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costs in this proceeding. The OCC cited its previous arguments that corporate scandals 
have increased costs dramatically, that ratepayers do not elect the Board of Directors 
(BOD) and officers of the Company, and that shareholders, who are protected by the 
insurance, should not be subsidized by ratepayers for DOL insurance costs that are 
designed to protect shareholders from their own decisions. The facts and 
circumstances regarding the DOL insurance have not changed since Ul’s last rate case. 
The OCC recommends that the DOL insurance be reduced by 75% with only 25% being 
passed on to customers, but stated that its absolute preference would be to disallow the 
cost completely. OCC Brief, pp. 79 and 80. 

The AG indicates that the amount requested is roughly six times the amount that 
the Department approved in the 2006 Decision. In the 2006 Decision, the Department 
specifically agreed with both the AG and OCC that “DOL insurance protects only 
shareholders from the actions of management that they selected.” Although the 
Department allowed UI to collect one-quarter of its requested amount in the 2006 
Decision, the Company requested the entire amount be funded by ratepayers. The AG 
stated that this bold act of indifference to the Department’s clear precedent and to the 
financial stresses facing its customers should be firmly rejected. At the very most, the 
Department should authorize only the levels for DOL insurance that it approved in the 
2006 Decision. AG Brief, p. 18. 

In the 2006 Decision, the Department noted the OCC’s and AG’s positions, as 
well as the position of the Company who stated that if there was no insurance and there 
was a huge claim, it could put the Company in financial peril, which would potentially 
impair its ability to serve. Therefore, the Department allocated 75% of DOL costs to the 
shareholders, with the residual 25% to be funded by ratepayers. 2006 Decision, pp. 46 
and 47. The Department rejects the Company’s current proposal that ratepayers fund 
100% of DOL insurance costs, and reconfirms the precedent afforded by the 2006 
Decision. Accordingly, the Department allows $21 1 thousand of DOL insurance costs 
to be funded by ratepayers in years 2009 and 2010 ($844 thousand times 25%). This 
results in DOL insurance expense decreases of $633 thousand in each of years 2009 
and 2010. 

3. Fringe Benefits 

a. Compensation Adjustment to Fringe Benefits 

In Section 111.1 .f., the Department made adiustments to compensation of $12.033 

In its Written Exceptions, the Company argues, against its own filed and sworn 
record evidence of a 45% fringe benefit expense related to compensation, that the 
”correct compensation-driven benefits loader from an expense standpoint“ is 20.6% and 
attempts to justify that amount by listing greatly reduced expense amounts for certain 
“Compensation Driven Employee-Related Benefits Loader.” UI Exceptions, pp. 29 and 
30. The Department notes that the Company’s Response to Interrogatory EL-33 that 
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STATE OF CONNECTICUT 

DEPARTMENT OF PUBLIC UTILITY CONTROL 
TEN FRANKLIN SQUARE 
NEW BRITAIN, CT 06051 

DOCKET NO. 07-07-01 APPLICATION OF THE CONNECTICUT LIGHT AND 
POWER COMPANY TO AMEND RATE SCHEDULES 

January 28, 2008 

By the following Commissioners: 

Anthony J. Palermino 
Anne C. George 
John W. Betkoski. I l l  

, 

DECISION 
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expenses  by $2.232 million to remove th 
original budget 

2. Insurance  E x p e n s e  

non  payroll rojected costs in excess of the 

The  test year expense  for insurance expense  w a s  $6.817 million. The  Company 
proposed a rate year increase of $.65 million or a rate yea r  expense  of $7.467 million. 
Application, Schedule C-3.10. CL&P revised the request and reduced the insurance 
expense by $17,000. T h e  revision was  a result of recent premium information. The  
change is a combination of increases and dec reases  in different types of insurance. 
Response to Interrogatory EL-80-SPOI. 

The Department accepts  the Company’s revisions except  for the Directors and  
Officers insurance expense  and capital allocation as discussed in detail below. 

a. Director a n d  Officer Insu rance  E x p e n s e  

The test year expense  for Director and Officer (D&O) insurance expense was 
$1.423 million. The Company proposed a rate  year increase of $0.164 million or a rate 
year expense of $1.587 million. Application, WP C-3.10. As indicated above, CL&P 
revised its rate year insurance expense  and decreased the  rate year D&O insurance 
expense amount by $270 million to $1.317 million. Response  to Interrogatory 
EL-80-SPOI and Late Filed Exhibit No. 112SP-01. 

CL&P claims that D&O insurance is a legitimate and customary operating 
expense and that no  director or officer with the  necessary knowledge and experience 
would take the risks associated with serving CL&P without this type of protection. CL&P 
s ta tes  that the Sarbanes-Oxley Act requires that certain skill-sets be reflected in the 
Board of Directors (BOD), and  in order to attract and retain individuals that meet these 
requirements CL&P must  offer D&O coverage to its BOD. CL&P indicated that the 
Department has  already confirmed that D&O is a necessary operating expense that is 
recoverable. CL&P Brief, p. 39. 

The AG argues for the removal of the entire $1 587 million. The  AG states  that it 
is inappropriate to force customers to fund a plan that benefits only shareholders. D&O 
insurance protects shareholders from their own decisions and is intended to protect 
directors and officers from lawsuits brought by shareholders. AG Brief, p. 20. 

The OCC states that premiums for insurance excluding D&O insurance 
decreased from $9.4 million to $8.41 million while D&O insurance is estimated to 
increase 11.5% from $1.423 million to $1.587 million. Further, the OCC believes that 
the D&O insurance requested amount is excessive, ignores the Department’s prior 
rulings, and ratepayers should not be required to protect shareholders from the 
decisions they make in electing the BOD. The  OCC argues  that Sarbanes-Oxley 
merely requires oRcers  & directors who have a fiduciary duty to acknowledge 
responsibility by signing their names.  It was  not the implementation of Sarbanes-Oxley 
that caused an increase in premiums, it’s the claims filed that caused the increase. The 
OCC adds that D&O insurance h a s  drastically increased from 5.67% of the aggregate 
insurance amount in 2002 to 13.15% in 2006 and projected to cost 15.87% in the rate 
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year. The OCC recommends a D&O insurance reduction of $1.202 million to $0.385 
million. The OCC calculated this amount by using the 2002 test year amount increased 
by inflation. OCC Brief, p. 44. 

In Docket No. 03-07-02, CL&P requested a rate year amount of $1.043 million 
and was allowed the test year amount of $330 million. 03-07-02 Decision, pp. 48-49. 
This allowed 33% of the requested amount. In that decision, the Department indicated 
that it does allow some level of D&O insurance expense in rates to assure some level of 
ratepayer protection from lawsuits. In the UI Decision, the Department allowed 25% of 
the D&O insurance expense to be allocated to customers. In the Decision dated 
February 5, 1999, n Docket No. 98-01-02, DPUC Review of the Connecticut Liqht and 
Power Companv’s Rates and Charges - Phase I I ,  the Department took the OCC 
approach and calculated the 1999 expense by inflating the 1996 level. This allowed 
46.7% of the requested amount. In the Decision dated May 25,2000, in Docket No. 99- 
09-03, Application of Connecticut Natural Gas Corporation for a Rate Increase, the 
Department allowed 20% of the premium amount. 

The Department agrees in part with the OCC that ratepayers should not be 
required to protect shareholders from the decisions they make in electing the BOD. 
However, the Department historically has allocated a percentage to ratepayers to 
protect from catastrophic lawsuits. Accordingly, the Department finds it appropriate to 
allocate 30% to ratepayers and 70% to shareholders. This allocation is fair and 
consistent with the level allowed in Docket No. 03-07-02. Therefore, the Department 
allows $.395 million ($1.317 million x 30%) and disallows $.922 million to be collected in 
rates. 

b. Insurance Expense - Capital Allocation 

CL&P originally proposed a rate year capitalization factor of 25.3%. Applicafion, 
Schedule WC-3.10. The Company revised this amount to 26.6% in order to reflect 
updates based on recent invoices. Response to EL-80-SPO? and Late Filed Exhibit 
No. 112. The test year before pro forma adjustment was 35.6%. Application, Schedule 
WC-3.10. A majority of the pro forma adjustment was to remove a non-recurring 
charge for the public liability reserve. This adjustment was based on an independent 
study performed by Mercer, Inc. The remaining pro forma adjustment included the 
addition of $284,000 that was for a non-recurring credit or refund received from USICO, 
a mutual property insurance company. Response to Interrogatory EL-43. 

The OCC claims that CL&P has included a significant increase in the percent of 
costs being charged to expense as opposed to capital. Specifically, the Company’s 
proposed reduction of more than 10% to the capital allocation is significant considering 
CL&P’s focus on system improvements. The OCC argues that the Company did not 
present any evidence to justify an allocation change. OCC Brief, p. 41. The OCC 
recommends using the test year capitalization factor of 35.6%. That capitalized amount 
reduces the aggregate insurance expense to $5.802 million for a total disallowance of 
$1.665 million. OCC Brief, pp. 43-44. 

As indicated below, the Company’s insurance capitalization percents have 
ranged from a low of 25.6% to a high of 40.5% in the years 2002 through 2006. 
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DOCKET NO. 05-06-04 APPLICATION O F  THE UNITED ILLUMlNATlNG 
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By the following Commissioners: 

John W. Betkoski, Ill 
Donald W. Downes 
Jack R. Goldberg 
Anne C. George 
Anthony J. Palermino 

DECISION 
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$ 576,000 $ 604,000 $ 627,000 $ 653,000 

Page 46 

8. Outside Services - Audit and Accounting Expense 

UI originally projected $533,000, $552,000, $573,000 and $594,000 for audit and 
accounting expense for rate years 2006 through 2009, respectively. Schedule C-3.16 
A-D. UI later increased the projected expenses by $149,000, $164,000, $1 77,000 and 
$1 94,000 for rate years 2006 through 2009, respectively, citing the Company’s 
response to Interrogatory EL-159. Late Filed Exhibit No. 1, Revised. 

However, the response to Interrogatory EL-159 only identified a potential 
increase of $100,000 for 2006. The Company’s response to Interrogatory EL-159 and 
the testimony on 10/14/05 state that the original projection was strictly an estimate and 
that UI is in negotiations with Pricewaterhouse Coopers for a new contract. UI is 
seeking to enter into a long term fixed price contract for SEC reporting audit services to 
mitigate the potential increase. UI testified that the Company is still negotiating and 
trying to get the price increase down, but, the increase could be greater than the original 
.estimate. Response to Interrogatory EL-159; Tr. 10/14/05, pp. 174 and 175. UI later 
testified that they negotiated a new contract and the increases in Late Filed Exhibit No. 
1 are based on the cost of the new contract. Tr. 11/9/05, p. 2394. 

I 

The OCC believes that the response to Interrogatory EL-159 does not support 
the amount of increase apparently requested by UI in Late Filed Exhibit No. I and 
leaves unanswered questions regarding the certainty of the projected increases. 
Therefore, the OCC has removed the increases identified in Late Filed Exhibit No. 1. 
OCC Brief, pp. 63 and 64, Exhibit 5. 

The Department takes into account the entire record evidence on a given 
expense in determining if it is proper for the rate year. Therefore, based on the 
testimony given during the late filed exhibit hearing, the Department approves the 
increase to accounting and audit expense as shown in Late Filed Exhibit No. 1, 
Revised. 

9. Directors and Officers Liability Insurance 

The Company proposes expenses for Directors and Officers Liability Insurance 
(DOL) of $533,879 for 2006, and $559,612 for each of the years 2007 through 2009. 
Response to Interrogatory OCC-104. UI contends that it could not attract a director if it 
didn’t have DOL. It is a cost of doing business. Tr. 10/12/05, p. 868. Further, the 
Company asserts that, taken to the extreme, “if there was no insurance and there was a 
huge claim, it could put the company in financial peril, which would potentially impair its 
ability to serve.” Tr. 10/11/05, p. 801. 
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The OCC indicates that “the numerous corporate scandals since 2001 has 
caused the cost of the DOL insurance to skyrocket.” Schultz and DeRonne PFT, p. 48. 
Further, “DOL insurance provides shareholders protection from their decision. 
Ratepayers in general do not elect the Board of Directors and do not appoint officers to 
run the Company. Shareholders are protected by this insurance against their own 
decision in the selection of management. Ratepayers should not pay for the cost of 
insurance designed to protect shareholders from their own decisions.” OCC Brief, p. 
93; Tr. 10/12/05, pp. 867 and 868. Therefore, the OCC recommends that all of the DOL 
amounts during the rate period be excluded from rates and be covered completely by 
shareholders, not ratepayers. 

The AG agrees with the OCC’s reasoning that DOL insurance protects only 
shareholders from the actions of management that they selected. Thus, DOL insurance 
expense should be eliminated from Ul’s rates entirely. AG Brief, pp. 24 and 25. 

The Department partially agrees with the OCC, the AG and the Company. In the 
03-07-02 Decision, the Department allowed a portion of that company’s proposed 
expense and stated that “the Department has historically allowed some level of expense 
for D&O Insurance in rates to assure some level of ratepayer protection from 
catastrophic lawsuits.” 03-07-02 Decision, p. 49. The Department also notes that the 
annual gross DOL premium (before credits and allocations) was $134, 430 in years 
2001 and 2002, increasing to $1,029,516 in years 2007 through 2009, lending credence 
to the OCC’s assertion regarding corporate scandals, above. The Department agrees 
with the OCC that the shareholders should bear the weight of their decisions in 
appointing directors (who appoint the officers of the Company). Accordingly, the 
Department allows $140,000 of DOL expense, or approximately % of the total company 
expense, to be collected in rates as the customers’ responsibility. 

The Department, therefore, disallows DOL expenses of $393,879 in 2006, and 
$419,612 in each of 2007,2008 and 2009. 

10. Postage Expense 

UI projected postage expense in the amounts of $1,475,000, $1,479,000, 
$1,485,000, and $1,491,000 for rate years 2006 though 2009, respectively. UI 
increased the test year expense of $1,361,000 by $74,000 for an anticipated 5.4% 
increase from the USPS and $31,000 for volume and usage increase. Schedule C-3.20 
A-  D. 

The Governors of the U.S. Postal Service have accepted the recommendation to 
increase most postal rates and fees by 5.4% effective January 8, 2006, including an 
increase in the rate for first-class mail from 37 cents to 39 cents. See 
http://www.usps.com/ratecase/welcome. htm. 

UI states that the volume and usage increase is due to items such as increase in 
collection letters due to higher disconnect for nonpayment activity, new program 
mailings and increased economic development activity. Response to Interrogatory 
EL-220. 

http://www.usps.com/ratecase/welcome


Attachment RCS-5 
Page 15 of 31 

STATE OF CONNECTICUT 

DEPARTMENT OF PUBLIC UTILITY CONTROL 
TEN FRANKLIN SQUARE 
NEW BRITAIN, CT 06051 

DOCKET NO. 03-07-02 APPLICATION OF THE CONNECTICUT LIGHT AND 
POWER COMPANY TO AMEND ITS RATE SCHEDULES 

December 1 7 , 2003 

By the following Commissioners: 

Donald W. Downes 
Jack R. Goldberg 
Joh,n W. Betkoski, I l l  
Linda J. Kelly 
Anne C. George 

DECISION 

I 

I 
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The Department, therefore, accepts the Company's revision to computer and 
other expenses as indicated in the Response to Interrogatory OCC-93. AccordingJy, the 
Department reduces computer expenses by $.348 million ($10.1 19 million less $9.771 
million) and other O&M expenses related to the test year processing and storage 
balance of $.596 million, for a total O&M adjustment for these items of $.944 million 
($.348 million plus $596 'million). 

2. Insurance Expense 

a. Directors and Officers Liability Insurance 

The Company requested Directors & Officers Liability Insurance Expense (D&O 
Insurance) of $1.043 million in the rate year. This included a test year pro forma 
adjustment of $.029 million and a rate year adjustment of $.684 million above the test 
year actual amount of $.330 million based on the actual renewal premiums for the policy 
period 4/23/03 to 4/23/04. Schedule WP C-3.12; Response to Interrogatory OCC-101. 

The OCC argues for the removal of the entire $1.043 million of D&O Insurance 
expense. The OCC states: 

Ratepayers should not be forced to pay a cost that protects shareholders 
from the shareholders' own decisions. Shareholders determine who the 
Board of Directors are and the Board of Directors are responsible for 
appointing officers of the Company. The officers are highly compensated 
to provide quality leadership with the utmost integrity. Ratepayers are 
responsible for paying for the directors and officers services. The 
shareholders, not ratepayers, determine who the directors and officers 
are. Therefore, the shareholder should assume the risk associated with 
their decision regarding the management of the Company. The cost to 
obtain insurance to protect the shareholders investment from their choice 
of management should be the responsibility of the shareholders. 

OCC Brief, p. 64 

The OCC also cites that the escalation in D&O Insurance rates stem from the 
insurers' need to continue to reserve .for litigation and settlement expenses in 
connection with an influx of claims arising from such entities as Worldcom, Enron, 
Kmart, etc. Response to Interrogatory OCC-101. The increases in D&O Insurance and 
the related costs are due to the failures of directors and officers to ensure the Company 
operated prudently and reasonably. An alternative to total disallowance of cost would 
be to allow the test year cost of $.330 million. OCC Brief, p. 65. 

The Department is sympathetic with OCC's arguments and generally agrees that 
the increased premiums are, at least in part, caused by Officer/Director 
mismanagement or misconduct in major corporations. Further, the Department notes 
that CL&P's recent claims experience includes settlement of eight federal and state 
shareholder class action lawsuits that stemmed from the Nuclear Regulatory 
Commission's Watch List of problems at its Millstone Nuclear Plant in 1996 that resulted 
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in a $20.050 million settlement by its insurer. Further, a $33 million settlement was 
reached with the non-NU joint owners of Millstone 3 related to the Company's operation 
of that plant. Late Filed Exhibit 73 and 73-SPOI. However, the Department has 
historically allowed some level of expense for D&O Insurance in rates to assure some 
level of ratepayer protection from catastrophic lawsuits. Therefore, the Department will 
allow the test year cost of $.330 million and reduce the Company's D&O Insurance 
expense by $.713 million ($1.043 million less $.330 million). 

b. Public Liability Expense 

The Company requested Public Liability Expense of $2.591 million in the rate 
year in Account 925.02. This Account includes the cost of the reserve accrual to protect 
the utility against injuries and damages claims of employees or others, losses of such 
character not covered by insurance, and expenses incurred in settlement of injuries and 
damages claims. It also includes the cost of labor and related supplies and expenses 
incurred in injuries and damages activities. Uniform Svstem of Accounts prescribed for 
Electric Utilities, Public Utilities Control Authoritv State of Connecticut, 1/1/63, p. 177 
(USOC). In its calculation of this expense, CL&P removed $1.497 million of test year 
expense that was capitalized, thus reducing the overall test year expense of $2.591 
million to $1.094 million. Schedule WP C-3.12. 

In response to an OCC data request, the OCC questioned why CL&P should no 
longer treat the public liability expense as an overhead cost, subject to capitalization. In 
the Company's response it indicated "[ulpon further review it was determined that public 
liability insurance is an appropriate cost to be capitalized under the FERC Electric Plant 
instructions.'' CL&P determined that the payroll overhead rate is the best vehicle for 
capitalizing these costs and changed the overhead rate for the remainder of 2003 to 
include these costs. Response to Interrogatory OCC-99. Accordingly, the OCC 
recommends that $1.497 million of public liability expense be capitalized, thereby 
reducing CL&P's proposed expense. 

The Department agrees with the OCC and the Company that a portion of public 
liability expense, pat3cularly as it relates to construction projects, is properly 
capitalizable. The USOC provides, for example, that the cost of injuries and damages 
or reserve accruals capitalized shall be charged to construction directly or by transfer to 
construction work orders from this account. USOC, p. 177. The Department also notes 
that it has been CL&F"s consistent practice to capitalize a portion of public liability 
expense. The Company provided a revised 
schedule that calculated the capitalized portion of Public Liability Expense using a 
capitalization rate of 38.5% that resulted in a capitalization amount of $.998 million. 
Schedule WP C-3.12 Revised. The Department notes that the capitalization percentage 
is consistent with other payroll-related capitalizations. Schedule WP C-3.28a. The 
Department, therefore, reduces public liability expense by $.998 million to reflect such 
capitalization. 

Response to Interrogatory OCC-I 00. 
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amount. OCC analyzed the storm expense data and found that there is no relationship 
between total storm expense and inflation. For example, storm expenses were higher 
in 1992 and 1993 compared to 1994 and expenses in 1995 and 1996 were higher 
compared to 1997. Therefore, OCC also believes that there is no justification for an 
escalation factor in the storm budget. PRO Brief, pp. 9 and 10; OCC Brief, pp. IV-52 and 
53. 

The Department often uses a historical average, excluding the highest and 
lowest years’ costs, to calculate a rate year expense and believes that is the appropriate 
method for storm expense. The Department agrees with OCC’s analysis on the 
escalation factor. The Department calculates 1999 storm expense to be $8.483 million 
by averaging storm costs for 1992 - 1997, excluding the lowest and highest costs in 
1994 and 1996. Therefore, the Department reduces expenses by $3.169 million 
($1 1.652 million - $8.483 million). 

27. Directors’ and Officers’ Insurance 

CL&P has requested $1.391 million in directors’ and officers’ (D&O) IiabiliG 
insurance premiums for the rate year. Response to Interrogatory OCC-70. D&O 
insurance expenses for the years 1994 - 1997 were $497,000, $456,000, $630,000 and 
$1,022,000, respectively. Expenses increased due to claims paid and higher liability 
limits. CL&P projects 1999 expenses will be higher for the same reasons. Responses 
to Interrogatories OCC-312 and PRO-6; Late Filed Exhibit No. 5, AR-DPUC-14. The 
Company indicated that the two reasons were actually one and the same. As claims 
are paid, the insurance available in the future is reduced by that amount. Because of 
the claims already paid and potential claims, the Company purchased higher limits to 
restore its liability coverage to previous amounts. This would give the Company enough 
coverage for potential future claims. Tr. 10/20/98, pp. 4005 and 4006; Late Filed Exhibit 
No. 162. A Company witness testified that all of the shareholder lawsuits are well 
known to CL&P and the Department and any damage claims would be borne by 
shareholders. Tr. 9/10/98, pp. 430-432. 

PRO, AG and OCC argue that D&O costs have increased from 1995 to 1997 as 
a direct result of management imprudence and the nuclear outages. The claims paid 
and pending relate to the nuclear outages. OCC and PRO believe the expense should 
be reduced to the 1996 level. Even though the outages occurred during 1996, PRO 
believes this would allow for some increase due to inflation. OCC Brief, p. IV-39; PRO 
Brief, p. 12; AG Brief, p. 15. 

Ratepayers should not have to fund higher liability limits for directors and officers 
when it is those directors and officers who failed to ensure that the Company operated 
prudently and reasonably. The Department reduces D&O liability insurance premiums 
to a level that does not reflect the nuclear outages. The Department agrees that the 
1999 expense should be based on the 1996 level. However, the Department also 
believes that this is an expense that is typically influenced by inflation and sets the 1999 
allowed expense at $.65 million, which is the 1996 actual expense adjusted for inflation. 
Therefore, 1999 expenses are reduced by $741 million ($1.391 million - $65 million). 
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tax rate of 8.3% in the rate year. Ti. 2/16/00, p. 1775. Accordingly, the  Department will 
reduce payroll taxes by a n  additional $42,746 ($515,017 x 8.3%). 

In Version B, CNG m a d e  a vacancy adjustment of $160,493. However, the 
Company failed to make a corresponding adjustment for payroll taxes and the O&M 
allocation factor of 83.6%. Schedule  WPC-3.28. Accordingly, the  Department will 
further reduce this expense  by $13,321 ($160,493 x 8.3%). The Department‘s total 
reduction to payroll taxes is $255,260 ($1 99,193 + $42,746 + $1 3,321). 

c. Gross Receipts Tax 

G a s  distribution companies a re  subject to the Connecticut gross  receipts tax 
(GRT). GRT rates of 4% and  5% apply to residential customers and 
commercial/industriaI customers,  respectively. CNG’s initial application projected a pro 
forma GRT expense of $10,599,786 for pro forma taxes a t  present rates. Schedule 
WPC-3.41. The Company’s request for a $15,738,284 increase in its revenue 
requirement added $675,684 for a total pro forma GRT of $11,275,470. Schedule 
Cl/C2. Subsequently, the Company increased its pro forma revenues by $8,010,815. 
Late Filed Exhibit No. 4, Version B. This increased pro forma GRT by $343,924. 
Together, the changes increased pro forma G R T  by $709,958 to $1 1,619,394. 

The  Company calculated a 4.29% blended GRT rate by combining the calculated 
taxes  on residential revenues and commercial revenues. Schedule WPC-3.41. CNG’s 
calculation of its blended GRT rate properly excluded taxes on non-taxable interruptible 
service revenues. Tr. ? / I  1/00, p. 137. 

In Section ILC, above, the Department adjusted CNG’s revenues‘ for firm 
transportation by $58,700, and for an additional customer by $1 09,000. The  Department 
will make a n  adjustment to GRT at the  rate of 4.29%. Therefore, the Department will 
increase CNG’s GRT by $7,194 ([$58,700 + $109,0001 x 4.29%). 

d. Summary of Other Tax Adjustments 

The  Department‘s total adjustment for other taxes is $(I ,055,804), $(255,260) for 
payroll tax, $(807,738) for property tax, and $7,194 for gross receipts tax. 

9. insurance 

a. Directors  and Officers Liability 

CNG has  included t h e  cost of D&O liability policies in pro forma insurance 
expense.  The  D&O insurance provides the Company with coverage for certain types of 
wrongful acts by directors or  officers of the corporation. Its intent is to safeguard the 
a s se t s  of the corporation so that the Company can continue to provide service to its 
customers and earn a fair return for its shareholders. The  Company h a s  two such 
policies. The  first provides regular coverage and  has a $84,100 annual premium. The 
Company included $70,308 of that premium (83.6%) in its pro forma expense.  The 
second policy provides excess  coverage and h a s  a $87,900 annual premium. The 
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Company included $73,397 of that premium in its pro forma expense for a total pro 
forma D&O insurance cost of $143,705 ($70,308 + $73,397). Schedule WPC-3.32. 

OCC recommends that CNG’s adjusted expenses be reduced by $81,807 to 
reflect the allocation of 20% of regular D&O liability insurance and 100% of the excess 
D&O liability insurance to shareholders. OCC would prefer that the cost be split equally 
between ratepayers and shareholders. Not withstanding that action, the OCC believes 
it appropriate to remain consistent with the Previous Rate Decision where 20% of the 
regulated premium was disallowed. OCC Brief, pp. 11, 37. Based on CNG testimony, 
PRO recommends a $7,031 reduction to this expense. PRO Brief, p. 11. 

In the Previous Rate Decision, the Department found that the Company needed 
D&O insurance to attract and keep qualified directors and officers. However, because 
shareholders could also initiate suits against the directors and officers, the Department 
disallowed 20% of the premium of regular coverage. Additionally, the Department found 
that the Company had not justified allowance of premiums of excess D&O coverage in 
rates. Decision, p. 33. 

The Company has not presented any evidence in the instant docket to warrant 
dissimilar treatment. Accordingly, the Department again disallows the cost of the 
excess coverage policy premium in its entirety and 20% of the regular policy. 
Accordingly, the Department will reduce this expense by $14,062 (20% x $70,308) to . 

eliminate costs attributable to shareholders. The resultant allowed premium of $56,246 
requires an adjustment of $14,062. Adding that to the disallowed excess coverage 
premium of $73,397 produces a total reduction to D&O insurance expense of $87,459. 

b. Weather Stabilization Insurance 

CNG seeks to recover $993,063 in premiums for a weather stabilization 
insurance (WSI) policy covering the 2000/2001 heating season. Schedule C-3.32. This 
approximates the cost of the policy for the I99912000 season but is more than the cost 
of the policy in the 199811999 season. The witness stated that the Company obtained 
this insurance coverage to mitigate large swings in the Company’s earnings in periods 
of extremely’warm weather. CNG also proposed to set up a deferred account to allow 
true-ups of insurance premium costs in future rate proceedings. Bolduc PFT, pp. 7, I O .  

AG proposes that the Department reject CNG’s proposal to recover any costs 
associated with WSI because it is not a cost that ratepayers should bear. Additionally, 
AG points out that shareholders have already been compensated for weather in the 
allowed ROE. Furthermore, the Company has failed to show that the WSI provides any 
real benefits to ratepayers. Brief, p. 6. 

OCC opposes the inclusion of WSI premiums above the h e .  Brief, p. 44. OCC 
agrees with AG that weather related risks are reflected in a company’s ROE, and further 
states that eliminating that risk would require a fundamental reassessment of the cost of 
doing business. Cotton PFT, p. 12. 
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Summary 

On August 15, 2006, Entergy Arkamas, Inc. (%AI’’) filed in this Docket its 

Application seeking an increase in the rates it charges its khnsas  retail electric 

customers. As later amended, E N  seeks a retail revenue requirement increase of 

$106,534,000 or approximately 11.79% above its current authorized r e t d  revenue 

requirement. However, based upon the evidence presented in this Docket, the 

Commission finds that M’s retail revenue requirement is excessive and shouId be 

reduced by approximately $5.67 mi&n effective as of June 15, 2007. Among other 

adjustments the Commission denied MI’S request for an 11.25% return OR equity. 

Instead, the Commission set M’s return on equ3y at 9.9%. 

The Commission also denied EAI’s request to recover a number of expenses from 

its ratepayers, including reducing the level of incentive pay and stock options requested 

by EAf by over $21 million, and by rejecting M’S request for its ratepayers to pay for 

entertainment expenses which included tickets to sporting events and concerts, golf 

balls and golf tournament expenses, and dinners and alcohol to  entertain politicdl 

figures. 

Further, the Cornmission approved EAT’S request to recover costs relating to 

projects and organizations that promote new technologies and research and 
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Having found no direct or measurable benefit to ratepayers of these types of incentives, 

As to Mr. Marcus’ recommendation to disallow certain perquisites provided EAI’s 

Chief Executive Officer and the five top executives at ’Entergy Corp. which include club 

dues, financial counseling, the corporate airplane, and a tax Ugro~~-upn, the Commission 

finds no substantial evidence to support the recovery of such expenditures from W s  

ratepayers. The Commission finds that, as noted by Mr. Marcus, these types of 

expenditures are unreasonable in light of the salaries paid Entergy‘s top executives. The 

Commission therefore disdotvs these perquisites. 

Director and Officer Liability Insurance 

EM’S application included $191,58038 in expenses for Director and Officer 

Liability (“DSrO”) Insurance. Staff witness Plunkett recommends a 50% sharing of 

these costs, pursuant to past Commission practice and based on the benefits that D&O 

insurance provides for both stockholders,and ratepayers. IT. 1472) Ms. Plunkett further 

testifies that her recommendation does not presuppose that this expenditure is 

unreasonable nor does it imply it is not useful in shielding officers and directors from 

shareholder litigation. Rather, she continues, her recommendation recognizes that the 

protection afforded officers and directors is primarily a benefit to shareholders, with EAJ 

providing little evidence of benefits to ratepayers. (T. 1505) 

AG witness Marcus, noting similar Commission findings in other dockets, also 

recommends that these costs be shared equally between shareholders and ratepayers, 

38~s. Plunkett removed $95,790 in D&O Insurance from EAI per book, representing 50% of actual 
expenses. Actual per book expenses would be bvice that amount or $191,580. 
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testifying that the shareholders are t he  beneficiaries of such policies when 

mismanagement is the subject of litigation by shareholders. (T. 702,767) 

Mr. McDonald recommends that the Commission reject the Staffs and the AG’s 

proposed adjustment, arguing that the cost is “a reasonable and legitimate cost..to 

encourage qualified individuals to serve as a member of the board of directors.” Mr. 

McDonald also testifies that the positions taken by Staff and the AG, on this and other 

similar recommendations would, if carried to every EAI cost, res& in leaving EAf 

without “its legal right to recover tbe reasonable costs it incurs to provide electric service 

to its customers.” (T. 155) 

The Commission agrees that ratepayers, as well as shareholders, benefit from 

good utility management, which D&O Insurance helps secure. However, as found in 

prior dockets, the direct monetary benefits of D&O Insurance flow to shareholders as 

recipients of any payment made under these policies. That monetary protection is not 

enjoyed by ratepayers. The Commission therefore finds that, because shareholders 

materially benefit from fhis insurance, the costs of D&O Insurance should be equally 

shared between shareholder and ratepayer.39 

Civic Dues, Donations, and Club Memberships 

Both Staff witness Plunkett and AG witness Marcus recommend disdlowance of 

all costs related to civic club dues, club memberships, donations, and other costs such as 

“institutional advertising, lobbying, and donatiom, including support and sponsorship 

of local community organizations and local events,” (“I‘. 695,697,1471) Ms. Plunkett 

notes h a t  both FEXC, which requires these items be listed as non-utility expenses, and 
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F i i E 3  ARKANSAS PUBLIC SERVICE COMMISSION 

IN THE MATTER OF AN APPLICATION FOR A 
GENERAL CHANGE OR MODIFICATION IN 
CENTERPOINT ENERGY ARKLA, A DMSION ) DOCKET NO. 04-121-U 
OF CENTERPOINT ENERGY RESOURCES ) 0 R D E R N O . A  

) 
1 

) CORP’S RATES, CHARGES, AND TARIFFS 

ORDER 

On November 24, 2004, Centerpoint Energy Arkla (“Arkla” or the “Company”) filed an 

Application for approval of a general change or modification in its rates and tariffs.’ Arkla’s 

initial Application reflects that it was seeking a non-gas rate increase of $33,996,382 based on an 

overall non-gas revenue requirement of $1 82,525,265. Order No. 4, entered on December 16, 

2004, suspended Arkla’s proposed rates, charges, and tariffs pending mer investigation by the 

Commission . 

The parties to this proceeding are Arkla, the General Staff of the Arkansas Public Service 

Commission (“Staff’), the Attorney General of Arkansas (“AG”), Arkansas Gas Consumers 

(“AGC’), and the Commercial Energy Users Group (“CEUG”). 

Arkla filed the written testimonies of Jeffrey A. Bish, Charles J. Harder, F. Jay 

Cummings, Samuel C. Hadaway, Alan D. Henry, Michael TheBerge, Gerald W. Tucker, Steve 

Malkey, Michael J. Adams, Walter L. Fitzgerald, Michael Hamilton, and John J. Spanos. The 

Staff filed the written testimonies of Robert Booth, Alice D. Wright, A h a  Williams’, Don E. 

Martin, Gail P. Fntchman, Don Malone, L.A. Richmond, Gayle Frier, Johnny Brown, Robert H. 

Swaim, and -4drienne R.W. Bradley. The AG filed the written testimony of William B. Marcus. 

’ Arkla filed additional revisions to its Application on December 27,2004, January 10,2005, and January 13,2005. 
On August 3,2005, the Staff filed Notice that Jeff Hilton, Manager of Staffs Audit Section, was adopting the pre- 

filcd testimony of Staff witness A k a  Williams. 
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adjustments were calculated by applying the contribution rate to each party’s respective payroll 

adjustments. 

The Commission finds that the employee savings plan contribution rate should be applied 

to the amount determined for regular salaries and wages, overtime, and incentive pay consistent 

with the Commission’s decision on these issues. The Commission accepted Arkla’s position on 

regular salaries and wages, and overtime, and the Staff’s position on incentive pay. (Adjustment 

NO. IS-20). 

Director’s and Officer’s Insurance (“D&O”] 

The purpose of D&O insurance is to protect officers and directors of a corporation from 

liability in the event of a claim or lawsuit against them asserting wrongdoing in connection with 

the Company’s business. AG witness Marcus has two concerns with Arkla’s treatment of this 

expense: (1) Arkla’s revised allocation methodology fiom an asset-based to an O&M-based 

allocation has doubled Arkla’s costs; and (2) the costs should be split on a 50-50 basis to 

recognize that shareholders are the major beneficiaries of policy payouts when something goes 

wrong. (T. 1376-1377) Arkla Witness Harder testified that the use of an O&M aIIocation factor 

is appropriate for an expense that bears no relation to the level of plant. He contended that this is 

a necessary business expense which enables the Company to attract and retain qualified 

management. (T. 152-153) Mr. Marcus disagreed, stating that the expense is not related to 

O&M expense either, the allocation shifts the cost to Arkla away fiom Arkla’s electric affiliate, 

and utility profits are asset-based. Also, since shareholders receive the benefit of insurance 

payouts, they should bear a portion of the cost of buying the insurance. (T. 1465-1466) Mr. 
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Harder responded, contending that: (1) the AG cites no evidence to show shareholders are the 

primary beneficiaries of these insurance proceeds; (2) litigation often involves past stockholders, 

in which instance they are no different than other individuals filing tort claims; and (3) when 

current shareholders are involved, payments are made to the corporation in which case customers 

are the ultimate beneficiaries. (T. 1227-1229) 

The Commission finds that Arkla has not justified its change in allocation factors nor has 

it justified why this expense should not be split equally between stockholders and ratepayers. 

Arkla did not adequately explain why, at this time, it changed ffom a asset-based to an O&h4 

expense-based allocation factor. Arkla’s explanation that it is an expense to attract qudified 

management does not establish a justifiable relationship between the cost and the cost expense 

allocation factor the Company used. Mr. Marcus testified that D&O insurance costs are part of 

general corporate overhead to protect Company profits which are largely asset-based for a utility. 

(T. 167-169) Mr. Marcus’ testimony that this insurance protects corporate profits also lends 

support for sharing the insurance costs between shareholders and ratepayers. The news (T. 1040) 

is replete with stones about companies experiencing lawsuits by shareholders. The Commission 

agrees with the AG that more often than not it is the current shareholders who sue management 

and who receive a large portion of the proceeds from the D&O insurance payouts. Accordingly, 

the Commission fmds that Arkla’s existing asset-based allocation for D&O insurance should be 

maintained and that the expense for D&O insurance should be shared on a 50-50 basis between 

shareholders and ratepayes. 
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O R D E R  

PROCEDURAL HISTORY 

On December 29,2004, Arkansas Western Gas Company (“AWG” or the “Company”) filed 

an application for approval of a general change or modification in its rates and tariffs. AWG 

requested that its rates be increased by $9,739,459 annually. Order No. 2, entered January 10, 2005, 

suspended AWGs proposed rates, charges, and tariffs pending further investigation by the 

Commission. Order No. 2 also estabrished a procedural schedule for the purposes of investigating 

AWG’s application. 

The parties to this proceeding are AWG, the General Staff of the Arkansas Public Service 

Commission (“Staff”), the Attorney General of Arkansas (“AG”), Northwest Arkansas Gas 

Consumers (“NWAGC“), and the Commercial Energy Users Group (“CEUG”). 

On December 29,2004, AWG filed the Direct Testimony and Exhibits of Alan N. Stewart, 

Executive Vice-president of AWG, Donna R. Campbell, Manager, Rates and Regulation 

Department of AWG, Ricky A. Gunter, Vice President of Rates and Regulation for AWG, Glenn M. 

Morgan, Controller and Treasurer for AWG, and Dr. Roger A. Morin,’ Principal, Utility Research 

International, in support of its application. 

‘Professor of Finance, Georgia State University and Professor of Finance for Regulated Industry at the Center for the 
Study of Regulated Industry at Georgia State University, Atlanta, Georgia. 
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3. Payroll Taxes: 

Differences between Staffs and the Company’s calculation of payroll taxes and that 

of the AG relate entirely to the differences between the parties regarding the appropriate 

level of payroll to include in revenue requirement. 

In view of the foregoing findings on payroll, the Commission finds that Staffs adjustments 

for FICA and other payroll taxes is appropriate and should be adopted. 

C. Fringe Benefits 

As with payroll taxes, any differences among the parties for fringe benefits, including 

worker’s compensation, medical insurance, pension expense, and employee savings p l d f e  

insurance relate to the level of proposed payroll. Therefore, as with payroll taxes, in view of the 

foregoing findings on payroll, the Commission finds that Staffs adjustments for any fringe benefits 

should be adopted. 

D. Directors and Officers Insurance (“D & 0”) 

The AG and AWG also disagree about inclusion in revenue requirement of 100% of the 

liability insurance provided by AWG and S W N  for its directors and officers. Mr. Marcus argues 

that the major beneficiaries of this type of insurance will be the stockholders and its issuance 

provides no assurances of better management or decision making by officers and directors for the 

benefit of ratepayers. He also testifies that, in AWG’s last rate case, Docket No. 02-227-U, the 

Commission approved a sharing of the cost between ratepayers and stockholders and he 

recommends that the Commission require equal sharing here. (Tr. at 72-73) Mr. Morgan disputes 

the AG‘s view of the benefits provided by this expense, noting that this type of insurance is essential 
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to the operation of AWG, without which it could not attract the necessary management personnel to 

operate the Company. (Tr. at 350) 

As it has held in previous rate cases, most notably in AWG's last rate case in Docket No. 02- 

227-U, the Commission finds that D&O insurance benefits both stockholders and ratepayers. 

Therefore, as recommended by AG witness Marcus this expense should be split 50/50 between 

stockholders and ratepayers. 

E. Uncoliectible Accounts Expense 

Uncollectible accounts expense has been calculated by the parties, each using a percent of 

uncollectible accounts to revenues applied to pro forma operating revenues as explained by Staff 

witness Williams. (Tr. at 1442) As discussed in the following section on the revenue conversion 

factor, the calculation of that percent remains in dispute. The Commission has found in its 

discussion of the revenue conversion factor that StaETs calculated factor for uncollectible accounts 

expense is appropriate. In view of that finding, the Commission, therefore, also approves Staffs 

calculated level of mcollectible accounts expense. 

I?. Revenue Conversion Factor 

Revenue conversion factor issues still in contention among the parties include: the term 

I over which uncollectible accounts as a percent of revenues are averaged in order to estimate a 

I normal level; a proposal to incorporate late payment charge revenues in the conversion factor as a 

percent of revenues; and a proposal to calculate and apply separate conversion factors by class to 

recognize each class's distinctive level of uncollectible accounts. 
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DAVID C. PARCELL 
EXECUTIVE SUMMARY 

ARIZONA PUBLIC SERVICE COMPANY 
DOCKET NO. E-01345A-11-0224 

My Direct Testimony provides my estimate of the cost of capital for Arizona Public 
Service Company (“APS” or “Company”). My cost of capital recommendation is as follows: 

Percent cost Return 

Long-term Debt 46.06% 6.38% 2.94% 

Total Capital 100.00% 8.28% 
Common Equity 53.94% 9.90% 5.34% 

The only difference between my 8.28 percent recommendation and the 8.87 percent cost 
of capital request of A P S  is the cost of common equity - I propose a cost of equity of 9.9 
percent and APS requests a cost of equity of 11.0 percent. 

My 9.9 percent cost of common equity is derived from my consideration of three costs of 
equity models: 

Discounted Flow 9.3-10.5% 
Capital Asset Pricing Model 7.0-7.2% 
Comparable Earnings 9.5-10.0% 

However, my recommendation for APS focuses on the results of the Discounted Flow 
and Comparable Earnings Analyses. 

In addition, my Direct Testimony addresses the Fair Value Rate of Return (“FVROR”) 
which should be applied to the Fair Value Rate Base of APS. I recommend two alternative 
FVROR values for A P S  - a 5.74 percent value using a zero percent return on the Fair Value 
Increment (differential between Fair Value Rate Base and Original Cost Rate Base) and 6.05 
percent value using a 1.00 percent inflation-adjusted risk-free return. 
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I. INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Please state your name, occupation, and business address. 

My name is David C. Parcell. I am President and Senior Economist of Technical 

Associates, Inc. My business address is Suite 580, 9030 Stony Point Parkway, Richmond, 

Virginia 23235. 

Please briefly describe your background and experience. 

I hold B.A. (1969) and M.A. (1970) degrees in economics from Virginia Polytechnic 

Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia 

Commonwealth University. I have been a consulting economist with Technical 

Associates since 1970. In connection with this, I have previously filed cost of capital 

testimony in about 470 public utility ratemaking proceedings before some 50 regulatory 

agencies in the United States and Canada. I have previously testified in approximately 20 

public utility rate proceedings before this Commission, including the two prior rate cases 

of Arizona Public Service Company (“APS” or “Company”). Attachment 1 provides a 

more complete description of my education and relevant work experience. 

What is the purpose of your testimony in this proceeding? 

I have been retained by the Utilities Division Staff (“Staff”) to evaluate the cost of capital 

aspects of the current filing of APS. I have performed independent studies and am making 

recommendations on the current cost of capital for APS. In addition, since APS is a 

subsidiary of Pinnacle West Capital Corporation (“PWC” or “Parent”), I have also 

evaluated PWC in my analyses. 

Technical Associates, Inc. 
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Q. 

A. 

Have you prepared schedules in support of your testimony? 

Yes, I have prepared one exhibit, labeled Schedule 1 through Schedule 13, attached to my 

testimony. These schedules were prepared either by me or under my direction. The 

information contained in this exhibit is correct to the best of my knowledge and belief. 

11. RECOMMENDATIONS AND SUMMARY 

Q. 
A. 

Q. 
A. 

What are your recommendations in this proceeding? 

My overall cost of capital recommendation for APS is shown on Schedule 1 and can be 

summarized as follows: 

Percent cost Return 
Long-Term Debt 46.06% 6.38% 2.94% 
Common Equity 53.94% 9.3-10.5% 5.02-5.66% 

Total 100.00% 7.95-8.60% 
8.28% with 
9.9% ROE 

Please summarize your analyses and conclusions. 

This proceeding is concerned with APS’s regulated electric utility operations in Arizona. 

My analyses are concerned with the Company’s total cost of capital. The first step in 

performing these analyses is the development of the appropriate capital structure. I have 

used the December 31, 2010 capital structure of APS, as proposed in the Company’s 

filing, in my analyses. 

The second step in a cost of capital calculation is a determination of the embedded cost 

rate of long-term debt. I have used the cost rate for long-term debt proposed by APS. 

The third step in the cost of capital calculation is the estimation of the cost of common 

equity. I have employed three recognized methodologies to estimate the cost of equity for 

Technical Associates, Inc. 
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APS. Each of these methodologies is applied to a group of proxy utilities similar to 

APS/PWC and the group of electric utilities used by APS witness William E. Avera. 

These three methodologies and my findings are: 

Methodology Range 
Discounted Cash Flow (DCF) 
Capital Asset Pricing Model (CAPM) 
Comparable Earnings (CE) 

9.3-1 0.5% (9.90% mid-point) 
7.0-7.2% (7.10% mid-point) 

9.5-10.0% (9.75% mid-point) 

My recommendation for APS focuses on the results of the DCF and CE analyses. I have 

focused on both the broad range @e., 9.3 percent to 10.5 percent) and the mid-points of 

these analyses @e., 9.90 percent for DCF and 9.75 percent for CE). My recommendation 

is a range of 9.3 percent to 10.5 percent, or a 9.90 percent mid-point estimate. This 9.90 

percent recommendation also properly reflects the tough economic times that both the 

U.S. and APS’s service areas have and are enduring. 

Combining these three steps into weighted cost of capital results in an overall rate of 

return of 7.95 percent to 8.60 percent, with a mid-point estimate of 8.28 percent (which 

incorporates a cost of common equity of 9.90 percent). 

111. ECONOMICLEGAL PRINCIPLES AND METHODOLOGIES 

Q. What are the primary economic principles that establish the standards for 

determining a fair rate of return for a regulated utility? 

A. Public utility rates are normally established in a manner designed to allow the recovery of 

their costs, including capital costs. This is frequently referred to as “cost of service” 

ratemaking. Rates for regulated public utilities traditionally have been primarily 

Technical Associates, Inc. 
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established using the “rate base - rate of return” concept. Under this method, utilities are 

allowed to recover a level of operating expenses, taxes, and depreciation deemed 

reasonable for rate-setting purposes, and are granted an opportunity to earn a fair rate of 

return on the assets utilized (i.e., rate base) in providing service to their customers. 

The rate base is derived from the asset side of the utility’s balance sheet as a dollar amount 

and the rate of return is developed from the liabilities/owners’ equity side of the balance 

sheet as a percentage. Thus, the revenue impact of the cost of capital is derived by 

multiplying the rate base by the rate of return, including income taxes. 

The rate of return is developed from the cost of capital, which is estimated by weighting 

the capital structure components (Le., debt, preferred stock, and common equity) by their 

percentages in the capital structure and multiplying these values by their cost rates. This 

is also known as the weighted cost of capital. 

Technically, “fair rate of return” is a legal and accounting concept that refers to an ex post 

(after the fact) earned return on an asset base, while the cost of capital is an economic and 

financial concept which refers to an ex ante (before the fact) expected or required return 

on a liability base. In regulatory proceedings, however, the two terms are often used 

interchangeably. I have equated the two concepts in my testimony. 

From an economic standpoint, a fair rate of return is normally interpreted to mean that an 

efficient and economically managed utility will be able to maintain its financial integrity, 

attract capital, and establish comparable returns for similar risk investments. These 

concepts are derived from economic and financial theory and are generally implemented 

using financial models and economic concepts. 
Technical Associates, Inc. 
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Two United States Supreme Court decisions provide guidance for determining a fair rate 

of return. The first decision is Bluefield Water Works and Improvement Co. v. Public 

Serv. Comm’n of West Virginia, 262 U.S. 679 (1923). In this decision, the Court stated: 

What annual rate will constitute just compensation depends upon many 
circumstances and must be determined by the exercise of fair and 
enlightened judgment, having regard to all relevant facts. A public utility 
is entitled to such rates as will permit it to earn a return on the value of the 
property which it employs for the convenience of the public equal to that 
generally being made at the same time and in the same general part of the 
country on investments in other business undertakings which are attended 
by corresponding risks and uncertainties; but it has no constitutional 
right to profits such as are realized or anticipated in highly profitable 
enterprises or speculative ventures. The return should be reasonably 
suficient to assure confidence in the financial soundness of the utility, and 
should be adequate, under efficient and economical management, to 
maintain and support its credit and enable it to raise the money necessary 
for the proper discharge of its public duties. A rate of return may be 
reasonable at one time, and become too high or too low by changes 
affecting opportunities for investment, the money market, and business 
conditions generally. [Emphasis added.] 

Thus, the Bluefield decision, in my opinion as a non-lawyer, established the following 

standards for a fair rate of return: comparable earnings, financial integrity, and capital 

attraction. It also noted the changing level of required returns over time as well as an 

underlying assumption that the utility be operated in an efficient manner. 

The second decision is Federal Power Comm’n v. Hope Natural Gas Co., 320 U.S. 591 

(1942). In that decision, the Court stated: 

The rate-making process under the [Natural Gas] Act, i.e., the fixing of 
fjust and reasonable’ rates, involves a balancing of the investor and 
consumer interests. , . . From the investor or company point of view it is 
important that there be enough revenue not only for operating expenses but 
also for the capital costs of the business. These include service on the debt 

Technical Associates, Inc. 
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and dividends on the stock. By that standard the return to the equity owner 
should be commensurate with returns on investments in other enterprises 
having corresponding risks. That return, moreover, should be sufficient to 
assure confidence in the financial integri@ of the enterprise, so as to 
maintain its credit and to attract capital. [Emphasis added.] 

The three economic and financial parameters in the Bluefield and Hope decisions - 

comparable earnings, financial integrity, and capital attraction - reflect the economic 

criteria encompassed in the “opportunity cost” principle of economics. The opportunity 

cost principle provides that a utility and its investors should be afforded an opportunity 

(not a guarantee) to earn a return commensurate with returns they could expect to achieve 

on investments of similar risk. The opportunity cost principle is consistent with the 

fundamental premise on which regulation rests; namely, that it is intended to act as a 

surrogate for competition. 

I understand that because Arizona is a “Fair Value” state, Hope and Bluefield do not set 

forth the legal requirements applicable to determining fair rate of return in Arizona. In 

Simms v. Round Valley Light & Power Company,’ the Arizona Supreme Court took 

exception to application of the following principle in Arizona since the Constitution 

mandates consideration of fair value: 

“In the Hope case the court, in testing the reasonableness of ratesfixed by 
the Federal Power Commission under the Natural Gas Act, 15 U.S.C.A. 
Section 71 7 et seq., after holding that Congress had provided no formula 
by which just and reasonable rates were to be determined, ruled that it was 
the final result reached and not the method used in reaching the result that 
was controlling and that it was unimportant to ‘determine the various 
permissible ways in which any rate base on which the return is computed 
might be arrived at. ’’ 

294 P.2d 378 (1956). 
Technical Associates, Inc. 
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Q. 
A. 

Q. 
A. 

My testimony does not advocate that the Commission ignore the Simms holding in this 

regard, or the fair value of APS property, which it is required to consider under Article 15, 

Section 14 of the Arizona Constitution. Rather, I find the Hope and Bluefield decisions to 

be helpful in their discussion of comparable earnings, financial integrity and capital 

attraction. I note that APS witness Avera also cites the Hope and Bluefield cases as 

“guidelines” for evaluating the cost of capital for the Company. See Avera Direct at page 

8. 

How can these parameters be employed to estimate the cost of capital for a utility? 

Neither the courts nor economic/financial theory have developed exact and mechanical 

procedures for precisely determining the cost of capital. This is the case because the cost 

of capital is an opportunity cost and is prospective-looking, which dictates that it must be 

estimated. 

There are several useful models that can be employed to assist in estimating the cost of 

equity capital, which is the capital structure item that is the most difficult to determine. 

These include the discounted cash flow (“DCF”), capital asset pricing model (“CAPM”), 

comparable earnings (“CE”) and risk premium (C‘RP”) methods. Each of these methods 

(or models) differs from the others and each, if properly employed, can be a useful tool in 

estimating the cost of common equity for a regulated utility. Many state regulatory 

commissions rely upon the DCF and CAPM models to develop the cost of cornrnon equity 

for utilities. 

What methods did you use to determine APS’ cost of common equity? 

I utilized three methodologies to determine APS’s cost of common equity: the DCF, 

CAPM, and CE methods. I have not employed a RP model in my analyses although, as 
Technical Associates, Inc. 
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discussed later, my CAPM analysis is a form of the W methodology. Each of these 

methodologies will be described in more detail in my testimony that follows. 

IV. GENERAL ECONOMIC CONDITIONS 

Q- 

A. 

Q. 

A. 

Are economic and financial conditions important in determining the cost of capital 

for A P S ?  

Yes. The costs of capital, for both fixed-cost (debt and preferred stock) components and 

common equity, are determined in part by current and prospective economic and financial 

conditions. At any given time, each of the following factors has an influence on the costs 

of capital: 

0 

0 

* 

0 expected economic conditions. 

the level of economic activity (i.e., growth rate of the economy); 

the stage of the business cycle (i. e., recession, expansion, or transition); 

the level of inflation; and 

My understanding is that this position is consistent with the Bluefield decision that noted 

“[a] rate of return may be reasonable at one time, and become too high or too low by 

changes affecting opportunities for investment, the money market, and business conditions 

generally.” Bluefield, 262 US.  at 679. 

What indicators of economic and financial activity did you evaluate in your 

analyses? 

I examine several sets of economic statistics from 1975 to the present. I chose this time 

period because it permits the evaluation of economic conditions over four full business 

cycles, allowing for an assessment of changes in long-term trends. This period also 
Technical Associates, Inc. 
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approximates the beginning and continuation of active rate case activities by public 

utilities. 

A business cycle is commonly defined as a complete period of expansion (recovery and 

growth) and contraction (recession). A full business cycle is a useful and convenient 

period over which to measure levels and trends in long-term capital costs because it 

incorporates the cyclical (Le., stage of business cycle) influences, and thus permits a 

comparison of structural (or long-term) trends. 

Q. 

A. 

Q. 

A. 

Please describe the timeframe of the four prior business cycles and the most recent 

cycle. 

The four prior complete cycles and most recent cycle cover the following periods: 

Business Cycle Expansion Cycle Contraction Period 
1975- 1982 Mar. 1975-July 1981 Aug. 1981-Oct. 1982 
1982-1991 Nov. 1982-July 1990 Aug. 1990-Mar. 1991 
199 1-2001 Apr. 200 1 -Nov. 24M 1 
2001 -2009 Dec. 2001-Nov. 2007 Dec. 2007-June 2009 

Apr. 199 1 -Mar. 200 1 

Current July 2009- 

Source: National Bureau of Economic, Research, “Business Cycle Expansions and Contractions.” 

Do you have any general observations concerning the recent trends in economic 

conditions and their impact on capital costs over this broad period? 

Yes, I do. As I will describe below, until the end of 2007, the United States economy had 

enjoyed general prosperity and stability since the early 1980s. This period had been 

characterized by longer economic expansions, relatively tame contractions, relatively low 

and declining inflation, and declining interest rates and other capital costs. 

Technical Associates, Inc. 
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However, in 2008 and 2009, the economy declined significantly, initially as a result of the 

2007 collapse of the “sub-prime” mortgage market and the related liquidity crisis in the 

financial sector of the economy. Subsequently, this financial crisis intensified with a more 

broad-based decline, initially based on a substantial increase in petroleum prices and a 

dramatic decline in the U.S. financial sector, culminating with the collapse and/or bailouts 

of a significant number of venerable institutions such as Bear Stems, Lehman Brothers, 

Merrill Lynch, Freddie Mac, Fannie Mae, AIG and Wachovia. The recession also 

witnessed the demise of national entities such as Circuit City, and the bankruptcies of 

automotive manufacturers such as Chrysler and General Motors. 

This decline has been described as the worst financial crisis since the Great Depression 

and has been referred to as the “Great Recession.” The U.S. and other governments have 

implemented and continue to implement unprecedented actions to attempt to correct or 

minimize its scope and effects. 

It appears that the recession reached its low point in mid-2009 and that the economy has 

since begun to expand again, although at a slow and sporadic rate. However, the length 

and severity of the recession, as well as a relatively slow and uneven recovery, indicate 

that the impacts of the recession have been and will be felt for an extended period of time. 

As an example of this, the US.  and Arizona unemployment rates still stand at about 9 

percent - near the highest rates in decades. 

Technical Associates, Inc. 
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Q. 

A. 

Q. 

A. 

Please describe recent and current economic and financial conditions and their 

impact on the costs of capital. 

Schedule 2 shows several sets of relevant economic data for the cited time period. Pages 1 

and 2 contain general macroeconomic statistics; pages 3 and 4 show interest rates; and 

pages 5 and 6 contain equity market statistics. 

Pages 1 and 2 show that 2007 was the sixth year of an economic expansion but, as I 

previously noted, the economy subsequently entered a significant decline, as indicated by 

the growth in real (ie., adjusted for inflation) Gross Domestic Product (“GDP”), industrial 

production, and an increase in the unemployment rate. This recession was significant for 

both its depth and length of time it lasted. 

Pages 1 and 2 also show the rate of inflation. As reflected in the Consumer Price Index 

(“CPI”), for example, inflation rose significantly during the 1975-1982 business cycle and 

reached double-digit levels in 1979-1 980. The rate of inflation declined substantially 

beginning in 1981, and remained at or below 6.1 percent during the 1983-1991 business 

cycle. Since 1991, the CPI has been 4.1 percent or lower. The 0.1 percent rate of inflation 

in 2008, the 2.7 percent level in 2009 and the 1.5 percent rate in 2010 were among the 

lowest levels of the past 30 years. This is indicative of virtually no inflation, which is 

reflective of lower capital costs. 

What have been the trends in interest rates over the four prior business cycles and 

the current time? 

Pages 3 and 4 of Schedule 2 show several series of interest rates. Rates rose sharply to 

record levels in 1975- 198 1 when the inflation rate was high and generally rising. Interest 

rates declined substantially in conjunction with inflation rates during the remainder of the 
Technical Associates, Inc. 
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1980s and throughout the 1990s. Interest rates declined even further fiom 2000-2005 and 

generally recorded their then-lowest levels since the 1960s. 

Since the recession began, the Federal Reserve has lowered the Federal Funds rate (i.e., 

short-term rate) on several occasions; currently it is 0.25 percent, an all-time low. In 

2008, there was a pronounced decline in short-term rates and long-term US.  Treasury 

Securities yields, accompanied by an increase in corporate bond yields and a decrease in 

stock prices, reflecting the “flight to safety,” wherein there was a reluctance of investors to 

purchase common stocks and corporate bonds while concomitantly moving their money 

into very safe government bonds. Since then, as seen on page 4, bond yields (both U.S. 

and utility) have declined to their lowest levels in the past four business cycles and in 

more than 35 years, with lending rates remaining at historically low levels. 

Q. 
A. 

What trends does Schedule 2 show for common share prices? 

Pages 5 and 6 show several series of common stock prices and ratios. These indicate that 

share prices were essentially stagnant during the high inflationhigh interest rate 

environment of the late 1970s and early 1980s. The 1983-1991 business cycle and the 

more recent cycles witnessed a significant upward trend in stock prices. The beginning of 

the recent financial crisis saw stock prices decline precipitously. Stock prices in 2008 and 

early 2009 were down significantly from 2007 levels, reflecting the financiaUeconomic 

crises. Beginning in the second quarter of 2009, prices have recovered substantially but 

remain below the levels prevailing prior to the current recession. Through the third 

quarter of 201 1, it is evidect that stock prices maintain much of the volatility that was 

present during the recent financial crisis. I also note that events of the past four years have 

Technical Associates, Inc. 
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made public utility stocks, with their consistent and rising dividend rates, relatively more 

attractive to investors? 

Q- 

A. 

What conclusions do you draw from your discussion of economic and financial 

conditions? 

It is apparent that recent economic and financial circumstances have been radically 

different from any that have prevailed since at least the 1930s. The late 2008-early 2009 

deterioration in stock prices, the decline in U.S. Treasury bond yields, and the increase in 

corporate bond yields are evidenced in the recent “flight to safety.’’ On the other side of 

this “flight to safety” is the negative perception of the recent decline, which has 

significantly reduced the value of most retirement accounts, investment portfolios and 

other assets. One significant aspect of this has been a decline in investor expectations of 

returns, including stock returns. Finally, as noted above, interest rates currently are at 

levels below those prevailing prior to the financial crisis of late 2008-early 2009 and are 

near the lowest level in the past 35 years. This “flight to safety” does not represent an 

increase in the cost of capital; rather, it more properly reflects an “availability of capital” 

since investors were unwilling to invest in many assets other than U.S. Treasury bonds. 

Further reflecting a decreased cost of capital, utility bond rates are at their lowest levels in 

the past four business cycles. 

V. APS’ OPERATIONS AND BUSINESS RISKS 

Q. 

A. 

Please summarize APS and its operations. 

A P S  is a public utility that generates, transmits, and distributes electric energy in Arizona. 

Its service area includes about 1.1 million customers in 1 1 of Arizona’s 15 counties. APS 

See, for example, Investment Insights, On Wall Street, “S&P Looks to Utilities ETFs in the Downtrodden Equities 
Market,” August 22, 201 1, http://www.onwall street.com/news/utility-stocks-etfs-investments-products-2679728- 
1 .html. 
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also provides wholesale power to certain municipalities and other utilities. It is the largest 

utility in Arizona. APS is a subsidiary of Pinnacle West Capital Corporation (“PWC”). 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Please describe PWC. 

PWC is a holding company. Its principal subsidiary is APS. 

What has been the trend in APS’s bond ratings in recent years? 

This is shown on Schedule 3. APS’s debt is currently rated Baa2 by Moody’s and BBB 

by Standard & Poor’s. As is indicated in Schedule 3, A P S  has higher Moody’s ratings 

than its parent PWC. APS’s debt has been rated in the Baa category (per Moody’s) and 

BBB category (per Standard & Poor’s) since at least 2000. It was downgraded by S&P to 

BBB- from BBB in 2005 and remained there until 201 1, when it again obtained a BBB 

rating. It has had a Baa2 rating by Moody’s since 2006. 

How do the bond ratings of APS compare to other electric and combination 

gadelectric utilities? 

As I indicated in the previous answer, APS has Triple B bond ratings on its long-term 

debt. Below is a table depicting the bond rating data of the 59 electric utilities and 

combination gadelectric utilities covered by AUS Utility Reports: 

Technical Associates, Inc. 
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1 

2 
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4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

Moody’s 
Rating 

A d  
A1 
A2 
A3 
Baal 
Baa2” 
Baa3 
Ba or less 
NR 
* APS ratings. 

Number of 
ComDanies 

2 
5 
9 
14 
11 
12 

S&P 
Rating 
AA- 
A+ 
A 
A- 

BBB+ 
BBB* 

BB 
NR 

BBB- 

Number of 
Companies 

2 
1 
9 
14 
12 
7 
6 

7 

As this indicates, APS’s ratings are generally lower than many utilities. However, the 

Company’s ratings are higher than was the case prior to 201 1 , when APS’s S&P ratings 

were at the bottom of investment grade. 

Q. How does the current fmancial status of APS compare to that in existence at the time 

of the Company’s last general rate proceeding in 2008? 

As I indicated previously, APS had Baa2 security ratings by Moody’s and BBB- by S&P 

in 2008, the time-frame of the Company’s last general rate proceeding (Docket No. E- 

01345A-08-0172). This was 

emphasized by A P S  in its testimony in that proceeding. For example, APS President 

Brandt made the following points in his direct testimony in that proceeding: 

A. 

The latter is the lowest investment grade category. 

A P S  (was) in serious financial jeopardy (page 23, line 21); 

APS’ declining ROE had caused Pinnacle West’s stock to perform significantly 
worse than that of other electric utilities (page 27, lines 1-2); 

APS’ credit ratings on its outstanding debt were currently on the lowest rungs of 
the investment grade credit ladder (page 3 1 , lines 22-23); 

Each of the nationally recognized statistical rating organizations that rated APS’ 
debt - S&P, Moody’s, and Fitch - as well as various financial analysts had 

Technical Associates, Inc. 
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recently noted the significant danger to downgrade presently threatening APS 
(page 32, lines 24-26 and page 33, line 1); 

A P S  faced a “challenging regulatory environment’’ (page 33, line 2); and, 

Growth was contributing to APS’ financial pressure (page 42). 

The BBB- credit rating by S&P, in fact, served as a focal point of APS’ filing. Mr. Brandt 

devoted considerable testimony to the “adverse consequences of APS having its credit 

rating downgraded to junk.” He cited the following “problems that come with non- 

investment grade credit ratings”: 

APS’ access to the debt and equity markets would become limited to those lenders 
and investors (if any) willing to take the risk on a junk grade company (page 35, 
lines 23-25); 

Investors will demand a higher yield for an investment in a company with low 
credit ratings to compensate for increased risk (page 36, lines 1-1 1); 

APS would lose much of cost savings associated with outstanding tax-exempt debt 
(page 36, lines 12-20); 

APS’ access to commercial paper would be eliminated (page 36, lines 21-26 and 
page 37, lines 1-15); 

APS may also lose many of its important existing bank credit agreements (page 37, 
lines 16-21); and, 

Complications of APS’ purchased power contracts (page 37, lines 22-26 and page 
38, lines 1-9). 

The potential of downgrades to below-investment grade status also was the focal point of 

APS’ presentation in its interim rate case (Docket No. E-01345A-08-0172). This was 

demonstrated by the Opening Statement of APS’ counsel in the 2008 interim rate hearing 

(September 15,2008 Tr., page 9): 

Technical Associates, Inc. 
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Thus, what is really at issue in this proceeding is the objective 
evidence that APS once again faces a financial crisis because current rates, 
particularly after the expiration of the PSA surcharge in July of this year, 
do not provide APS with sufficient cash flow to fund its substantial capital 
expenditure obligations to meet system growth. And at the same time 
those existing rates undermine the ability of the company to earn the 
reasonable return on equity to which it is entitled. 

This twofold shortfall in earnings and available cash flow once 
again put the company’s credit standing in jeopardy, a credit standing, by 
the way, as I am sure you all know and remember, that is already on the 
brink of junk status due to previous cash flow problems. And these 
problems that I have just described, as you will hear in this proceeding, 
have at the same time reduced the stock of Pinnacle West, APS’s parent 
company, to essentially the lowest performing stock of all investor owned 
electric utilities in this country. 

Since 2008, the financial condition of APS has improved substantially. As indicated 

above, S&P upgraded APS’ debt to BBB in 201 1. In addition, S&P assigns an outlook of 

“positive” to APS, indicating a further upgrade is more likely than a downgrade. 

The stock rankings of PWC have also improved since 2008. For example, Value Line 

recently (mid-201 1) raised PWC’s “safety” from 3 to 2 and its “technical” rank from 3 to 

2. 

In addition, the regulatory climate of APS as viewed by the rating agencies has improved. 

The settlement among the parties in the 2008 general rate proceeding was viewed as 

constructive and positive. This also reflects a significant improvement in comparison to 

2008 from the perspective of APS. 

Techn,:al Associates, Inc. 
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Finally, the stock price of PWC has performed favorably to that of the Dow Jones Utilities 

and the S&P 500 index from the beginning of 2010 (approximate implementation of rates 

from 2008 case) to the current time: 

Pinnacle West Capital 24% 

Dow Jones Utilities 16% 

S&P 500 Index 14% 

Q. 
A. 

Was the market-to-book ratio of APS an issue in the 2008 proceeding? 

Yes, it was. In the 2008 interim rate hearing, A P S  witness Brandt stated (September 15, 

2008 Tr. 66 and 68): 

. . . we are selling below book value in an extremely depressed market. 
We are one of the poorest performing electric utility stocks, virtually at the 
bottom of the universe of electric utility stocks. 

Below book value you are basically confiscating the existing value of your 
shareholders. And you can get away with that maybe once, but these are 
the people . . . these are the long-term investors in the utility industry, 
long-term holders of our stock with obviously major positions, the top 
things, they don't forget things like this. And when you need it in the 
future, they will remember if you did do it in this environment. 

. . .  

Since that time, PWC's stock price has recovered to well above book-value. In fact, PWC 

sold common stock in 2010 at a price of $38.00 per share (net proceeds of $36.67 per 

share), well above the 2009 book-value of $32.69 (per Value Line). 

T chnical Associate Inc. 
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Q. 

A. 

How do the rating agency descriptions of APS differ now in comparison to those in 

2008? 

There has been a substantial improvement in the rating agency descriptions of APS. This 

can be demonstrated by reviewing the language of S&P (the rating agency focused on by 

APS in the last general rate proceeding). For example, in a June 25, 2008 (i.e., at about 

the time of the 2008 rate filing) RatingsDirect on APS (Attachment 2), S&P cited the 

following “weaknesses:” 

Heavy construction program, coupled with a lagged regulatory process in Arizona; 

Continued tension in the relationship between APS and ACC, which is particularly 
unfavorable for credit quality due to the company’s ongoing need for rate relief; 

Consolidated free operating cash flows are expected to be negative through at least 
2010; and, 

SunCor’s near-term prospects to make distributions to its parent are limited. 

In contrast, in the June 24, 2011 RatingsDirect (Attachment 3) wherein it raised APS’ 

ratings, S&P noted the following: 

The ratings reflect our view of improved consolidated financial 
performance, evidenced by stronger credit metrics, and progress in 
advancing the regulatory strategy of APS in Arizona. A reduction in debt 
leverage from equity issuances and debt reductions, coupled with stronger 
cash flows from higher earnings and tax benefits, increased FFO to debt. 
Prudent financial management during the current rate case stay-out period 
and the use of cost riders resulted in improved financial stability. A shift 
in company focus toward improving regulatory relationships in the past 
few years continues to benefit credit quality because the company has 
transitioned to slower customer growth. We could raise the ratings Wher  
if regulatory dealings remain constructive and the company continues to 
manage the balance sheet with equity issuances to offset high capital 
spending. 

Technical Associates, Inc. 
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The company has undergone a significant transition in recent years. High 
customer growth had necessitated that the company file regular general 
rate cases with the Arizona Corporation Commission (ACC) to recover its 
investments and operating costs, prior to the collapse of the housing 
market. The use of a historical test year in Arizona, coupled with an 18- 
to 24-month completion time for fully litigated rate cases, made it very 
difficult for APS to earn authorized returns. In recent years, regulatory lag 
has decreased and financial performance has improved because of interim 
rates, recovery of certain post-test-year costs, and an improved 11% 
authorized equity return in the previous general rate case. Slower growth 
and the addition of several rate case riders that allow the company to true 
up certain costs outside of the general rate case process have mitigated the 
need to file large cases frequently. However, capital spending remains 
due to replacements and renewable spending, necessitating a continued 
reliance on rate increases. 

Q. 
A. 

Q. 

A. 

Why are you describing APS’ financial circumstances in 2008? 

I am doing so to demonstrate that the 1 1.0 percent cost of common equity in the settlement 

in Docket No. E-01345A-08-0172 was a stipulated number that took into account, for 

example, the 9.0 percent low-end of the 9.0 percent to 11.0 percent range recommended in 

Staffs testimony, as well as all other aspects of settlement. 

Are you aware that APS is requesting the approval of several regulatory mechanisms 

in this proceeding? 

Yes, I am. A P S  is requesting approval of the following new regulatory mechanisms in 

this case: 

Efficiency and Infrastructure Account (EIA) - revenue decoupling mechanism, 

which is annually adjusted based on a revenue per customer calculation; and, 

Environmental and Reliability Account (ERA) - allows A P S  to recover costs for 

environmental and generation capacity additions. 

Technical Associates, Inc. 
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Q. 

A. 

In addition to these, has APS had access to any other regulatory mechanisms since its 

last general rate proceeding? 

Yes, it has. APS has had the following regulatory  mechanism^:^ 

0 Power Supply Adjustor (“PSA”) - recovers 90 percent of variance between actual 

fuel and purchased power costs and base fuel rate; and, includes forward-looking, 

historical and transition components. 

0 Renewable Energy Surcharge (“RES”) - recovers costs related to renewable 

initiatives; collects projected dollars to meet RES targets; and, provides incentives 

to customers to install distributed renewable energy. 

0 Demand-Side Management Adjustment Clause (“DSMAC”) - recovers costs 

related to energy efficiency and DSM programs above $10 million in base rates; 

provides performance incentive to A P S  for net benefits achieved; and, provides 

rebates and other incentives to participating customers. 

0 Environmental Improvement Surcharge (“EIS’) - recovers retroactively costs 

related to environmental upgrades not fully recovered through base rates; and, 

allows for cost recovery of ACC-approved projects. 

0 Retail Line Extension Fees - “pay as you go” mechanism collects dollars spent for 

new distribution construction at beginning of project; and, better protects existing 

customers by allocating cost of expansion to developers. 

3 Pinnacle West Capital Corporation, “Delivering Superior Shareholder Value” Investor Meetings, August 10- 

Technical Associates, Inc. 
12,2011. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 
12 
13 
14 
15 
16 
17 
18 
19 
2c 
21 
22 
23 
24 
25 

I 2t 
2; 
2E 
25 
3( 
31 
3: 
3: 
3f 
3: 

3( 

U l l G G L  lCbLl l l lU l ly  U l  U C l V l U  L. 1 LuLGll 

Docket No. E-O1345A-11-0224 
Page 22 

Transmission Cost Adjustor (“TCA”) - recovers FERC-approved transmission 

costs related to retail customers; and, resets annually as result of FERC Formula 

Rate process. 

FERC Formula Rates - recovers transmission costs based on historical costs per 

FERC Form 1 and certain projected data; and, resets annually. 

Q. 
A. 

Have the rating agencies commented favorably on these mechanisms? 

Yes. Moody’s, for example, stated the following in its February 25, 2011 Global Credit 

Opinion on APS (Attachment 4): 

Improved Cost Recovery; 

Although regulatory lag continues, APS utilizes several mechanisms that allow its 
rates to be adjusted outside of a general rate case. Moody’s generally views these 
mechanisms as being supportive of credit quality as they tend to result in a more 
timely recovery of costs. APS’  rates are adjusted annually to recover 90% of the 
difference between its costs for fuel and purchased power and the amounts 
included in base rates, limiting APS’ exposure to volatile power and gas prices. 
The fuel recovery factor includes a forward estimate of power costs, which further 
helps to limit cost deferrals; and, 

APS also has adjustment mechanisms that allow the utility to recover its costs for 
renewable energy, efficiency and demand side management programs. 
Transmission costs are recovered through a transmission cost adjustor which resets 
annually based on charges in APS’ Federal Energy Regulatory Commission 
approved formula-based tariffs. APS is also currently able to recover its costs for 
new customer hookups via line extension payments from customers. 

In December 2010, the ACC issued a policy statement supporting decoupling rate 
structures implemented through rate cases over a three year evaluation period. We 
generally view decoupling mechanisms as supportive to credit quality as they are 
intended to improve a utility’s fixed cost recovery. No Arizona utilities currently 
have a decoupling mechanism: implementation is intended to occur during the next 
rate case process. 
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VI. CAPITAL STRUCTURE AND COST OF DEBT 

Q. 

A. 

What is the importance of determining a proper capital structure in a regulatory 

framework? 

A utility’s capital structure is important because the concept of rate-basehate-of-return 

regulation requires that a utility’s capital structure be determined and utilized in estimating 

the total cost of capital. Within this fi-amework, it is proper to ascertain whether the 

utility’s capital structure is appropriate relative to its level of business risk and relative to 

other utilities. 

As discussed in Section I11 of my testimony, the purpose of determining the proper capital 

structure for a utility is to help ascertain its capital costs. The rate-basehate-of-return 

concept recognizes the assets employed in providing utility services and provides for a 

return on these assets by identifying the liabilities and common equity (and their cost 

rates) used to finance the assets. In tlus process, the rate base is derived from the asset 

side of the balance sheet and the cost of capital is derived from the liabilities/owners’ 

equity side of the balance sheet. The inherent assumption in this procedure is that the 

dollar values of the capital structure and the rate base are approximately equal and the 

former is utilized to finance the latter. 

The common equity ratio ( i e . ,  the percentage of common equity in the capital structure) is 

the capital structure item which normally receives the most attention. This is the case 

because common equity: (1) usually commands the highest cost rate; (2) generates 

associated income tax liabilities; and, (3) causes the most controversy since its cost cannot 

be precisely determined. 

Technical Associates, Inc. 
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Q. 
A. 

Q. 

A. 

__ 

How have you evaluated the capital structure of APS? 

I have first examined the five year historic (2006-2010) capital structure ratios of A P S .  

These are shown on Page 1 of Schedule 4. I have summarized below the common equity 

ratios for APS: 

Including S-T Debt Excluding S-T Debt 
2006 52.7% 52.7% 
2007 52.0% 53.8% 
2008 49.7% 53.9% 
2009 50.5% 52.0% 
2010 53.1% 56.5% 

Page 2 of Schedule 4 shows the capital structure ratios of, PWC (Consolidated). The 

yearly common equity ratios are: 

Including S-T Debt Excluding S-T Debt 
2006 49.7% 50.1 % 
2007 48.0% 
2008 46.0% 
2009 45.6% 
2010 49.9% 

5 1.7% 
52.0% 
48.7% 
54.7% 

These common equity ratios are generally lower than those of A P S  over the past five 

years. 

How do these capital structures compare to those of investor-owned combination 

gadelectric utilities? 

Schedule 5 shows the common equity ratios (including short-term debt in capitalization) 

for the two groups of electric utilities covered by AUS Utility Reports. These are: 

. ... .~ - .- ~ ~ -. 
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Combination Gas 
Year Electric And Electric 
2006 45% 44% 
2007 47% 46% 
2008 45% 43% 
2009 46% 45% 
2010 46% 46% 

These common equity ratios are lower than those of APS and PWC. 

What capital structure ratios has APS requested in this proceeding? 

APS is requesting the following capital structure: 

Capital Item Percent 
Long-Term Debt 46.06% 
Common Equity 53.94% 
Total Capital 100.00% 

This is the December 3 1 , 2010 capital structure of the Company. 

Do you use this capital structure in your cost of capital analyses? 

Yes, I do. 

What is the cost of debt in the company’s application? 

The cost of long-term debt is 6.38 percent. I use this cost rate in my analyses. 

Technical Associates, Inc. 
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VII. SELECTION OF PROXY GROUPS 

Q. 
A. 

How have you estimated the cost of common equity for APS? 

APS is not a publicly-traded company. Consequently, it is not possible to directly apply 

cost of equity models to this entity. Its parent, PWC, is publicly-traded, so it is possible to 

directly apply cost of equity models to this entity. However, it is generally preferred to 

analyze groups of comparison or “proxy” companies as a substitute for APS to determine 

its cost of common equity. 

I have examined two such groups for comparison of APS. I selected one group of electric 

and combination electridgas utilities similar to A P S  and PWC using the criteria listed on 

Schedule 6. These criteria are as follows: 

(1) 

(2) 

(3) 

(4) 

( 5 )  

(6) 

(7) Currently pays dividends. 

Market cap of $1 billion to $10 billion; 

Electric revenues 50 percent or greater; 

Common equity ratio 40 percent or greater; 

Value Line Safety Rank of 1 ,2  or 3; 

S&P stock ranking of A or B; 

S&P and Moody’s bond ratings of BBB and Baa; and 

Second, I have conducted studies of the cost of equity for the “proxy companies” selected 

by APS witness Avera. 

_ _  . _  - - 
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VIII. DISCOUNTED CASH FLOW ANALYSIS 

Q. 
A. 

Q. 
A. 
. .~ 

What is the theory and methodological basis of the discounted cash flow model? 

The discounted cash flow (“DCF”) model is one of the oldest, as well as the most 

commonly-used, models for estimating the cost of common equity for public utilities. The 

DCF model is based on the “dividend discount model” of financial theory, which 

maintains that the value (price) of any security or commodity is the discounted present 

value of all future cash flows. 

The most common variant of the DCF model assumes that dividends are expected to grow 

at a constant rate. This variant of the dividend discount model is known as the constant 

growth or Gordon DCF model. In this framework, cost of capital is derived by the 

following formula: 

D 
P 

K = - + g  

where: K = discount rate (cost of capital) 
P = current price 
D = current dividend rate 
g = constant rate of expected growth 

This formula essentially recognizes that the return expected or required by investors is 

comprised of two factors: the dividend yield (current income) and expected growth in 

dividends (future income). 

Please explain how you have employed the DCF model. 

I have utilized the constant growth DCF model. In doing so, I have combined the current 

Technical Associates, Inc. 
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dividend yield for the groups of proxy utility stocks described in the previous section with 

several indicators of expected dividend growth. 

Q. 
A. 

Q- 
A. 

How did you derive the dividend yield component of the DCF equation? 

There are several methods that can be used for calculating the dividend yield component. 

These methods generally differ in the manner in which the dividend rate is employed; i. e., 

current versus future dividends, or annual versus quarterly compounding of dividends. I 

believe the most appropriate dividend yield component is the version listed below: 

Yield = 
Do (1 + 0.5g) 

Po 

This dividend yield component recognizes the timing of dividend payments and dividend 

increases. 

The PO in my yield calculation is the average (of high and low) stock price for each proxy 

company for the most recent three month period (August-October 2011). The Do is the 

current annualized dividend rate for each proxy company. 

How have you estimated the dividend growth component of the DCF equation? 

The dividend growth rate component of the DCF model is usually the most crucial and 

controversial element involved in using this methodology. The objective of estimating the 

dividend growth component is to reflect the growth expected by investors that is embodied 

in the price (and yieid) of a company’s stock. As such, it is important to recognize that 

individual investors have different expectations and consider alternative indicators in 

deriving their expectations. This is evidenced by the fact that every investment decision 

resulting in the purchase of a particular stock is matched by another investment decision to 
Technical Associates, Inc. 
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sell that stock. Obviously, since two investors reach different decisions at the same 

market price, their expectations differ. 

A wide array of indicators exists for estimating the growth expectations of investors. As a 

result, it is evident that no single indicator of growth is always used by all investors. It 

therefore is necessary to consider alternative indicators of dividend growth in deriving the 

growth component of the DCF model. 

I have considered five indicators of growth in my DCF analyses. These are: 

1. 

2. 

3. 

4. 

5 .  

2006-201 0 (5-year average) earnings retention, or fundamental growth (per Value 

Line); 

5-year average of historic growth in earnings per share (“EPS”), dividends per 

share (“DPS”), and book value per share (“BVPS”) (per Value Line); 

201 1, 2012 and 2014-2016 projections of earnings retention growth (per Value 

Line); 

2008-2010 to 2014-2016 projections of EPS, DPS, and BVPS (per Value Line); 

and 

5-year projections of EPS growth as reported in First Call (per Yahoo! Finance). 

I believe this combination of growth indicators is a representative and appropriate set with 

which to begin the process of estimating investor expectations of dividend growth for the 
Technical Associates, Inc. 
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groups of proxy companies. I also believe that these growth indicators 

information that investors consider in making their investment decisions, 

previously, investors have an array of information available to them, a 

be expected to have some impact on their decision-malung process. 

Q. 
A. 

Please describe your DCF calculations. 

Schedule 7 presents my DCF analysis. Page 1 shows the calculation of the “raw” @e., 

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3 

show the growth rate for the groups of proxy companies. Page 4 shows the “raw” DCF 

calculations, which are presented on several bases: mean, median, and high values. These 

results can be summarized as follows: 

Mean Mean Median Median 

j Proxy Group 8.8% 8.9% 7.4% 9.9% 7.5% 10.6% 
Mean Median Low4 High’  LOW^ High5 

Avera Group 9.3% 9.2% 8.5% 10.2% 8.7% 10.0% 

I note that the individual DCF calculations shown on Schedule 7 should not be interpreted 

to reflect the expected cost of capital for the proxy groups; rather, the individual values 

shown should be interpreted as alternative information considered by investors. The 

individual DCF calculations also demonstrate how the focus on a single growth rate, such 

as EPS projections, can produce a DCF conclusion that is not reflective of a broader 

perspective of available information. 

The results in Schedule 7 indicate average (mean and median) DCF cost rates of 8.8 

percent to 9.3 percent. The “low” and “high” DCF rates (Le., using the lowest and highest 

Using only the lowest growth rates. 
Using only the highest growth rates. 

4 

5 
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Q. 
A. 

growth rates only) range from 7.4 percent to 10.6 percent on an average basis and median 

basis. 

What do you conclude from your DCF analysis? 

This analysis reflects a broad DCF range of 7.4 percent to 10.6 percent for the proxy 

groups. I give less weight to the extreme lower and upper ends of the DCF results. I 

believe that a range of 9.3 percent to 10.5 percent (9.9 percent mid-point) reflects the 

proper DCF cost for APS. This range contains the top meadmedian DCF results and 

contains most of the high DCF results. 

IX. CAPITAL ASSET PRICING MODEL ANALYSIS 

Q. 

A. 

Q. 
A. 

. .  

Please describe the theory and methodological basis of the capital asset pricing 

model. 

The Capital Asset Pricing Model is a version of the risk premium method. The CAPM 

describes and measures the relationship between a security’s investment risk and its 

market rate of return. The CAPM was developed in the 1960s and 1970s as an extension 

of modern portfolio theory (“MPT”), which studies the relationshps among risk, 

diversification, and expected returns. 

How is the CAPM derived? 

The general form of the CAPM is: 

Technical Associates, Inc. 
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where: K = cost of equity 
Rf = risk free rate 
Rm = return on market 
p = beta 
Rm-Rf = market risk premium 

As noted previously, the CAPM is a variant of the risk premium method. I believe the 

CAPM is generally superior to the simple risk premium method because the CAPM 

specifically recognizes the risk of a particular company or industry (ie., beta), whereas the 

simple risk premium method assumes the same risk premium for all companies in an 

industry, such as electric utilities. 

Q. 
A. 

Q- 

A. 

What groups of companies have you utilized to perform your CAPM analyses? 

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my 

DCF analyses. 

Please explain the risk-free rate as used in your CAPM and indicate what rate you 

employed. 

The first term of the CAPM is the risk-free rate (Rf). The risk-free rate reflects the level of 

return that can be achieved without accepting any risk. 

In CAPM applications, the risk-fiee rate is generally recognized by use of U.S. Treasury 

securities. Two general types of U.S. Treasury securities are often utilized as the Rf 

component - short-term U.S. Treasury bills and long-term U.S. Treasury bonds. 

I have performed CAPM calculations using the three-month average yield (August- 

October 2011) for 20-year U.S. Treasury bonds. Over this three-month period, these 

bonds .had-an-avsraggyie.ld-of--2-;9 8 persent. - ---- - .- -- - - __ - .- . . - - __ 
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Q. 
A. 

Q. 
A. 

What is beta and what betas did you employ in your CAPM? 

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to 

the overall market. Betas of less than 1.0 are considered less risky than the market, 

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas 

below 1.0. I utilized the most recent Value Line betas for each company in the groups of 

proxy utilities. 

How did you estimate the market risk premium component in your CAPM analysis? 

The market risk premium component (Rm-Rf) represents the investor-expected premium of 

common stocks over the risk-free rate, or government bonds. For the purpose of 

estimating the market risk premium, I considered alternative measures of returns of the 

S&P 500 (a broad-based group of large U.S. companies) and 20-year U.S. Treasury bonds. 

First, I have compared the actual annual returns on equity of the S&P 500 with the actual 

annual yields of U.S. Treasury bonds. Schedule 8 shows the return on equity for the S&P 

500 group for the period 1978-2010 (all available years reported by S&P). This schedule 

also indicates the annual yields on 20-year U.S. Treasury bonds, as well as the annual 

differentials (i.e., risk premiums) between the S&P 500 and US.  Treasury 20-year bonds. 

Based upon these returns, I conclude that this version of the risk premium is about 6.34 

percent. 

I have also considered the total returns (i.e., dividenddinterest plus capital gains/losses) 

for the S&P 500 group as well as for the long-term (20-year) government bonds, as 

tabulated by Morningstar (formerly Ibbotson Associates), using both arithmetic and 

geometric means. I have considered the total returns for the entire 1926-2010 period, 
-~ .___ __ - which are as follows: - 
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Q. 
A. 

Q. 
A. 

S&P 500 L-T Gov’t Bonds Risk Premium 
Arithmetic 11.9% 5.9% 6.0% 
Geometric 9.9% 5.5% 4.4% 

I conclude from this that the expected risk premium is about 5.58 percent (i.e., average of 

all three risk premiums). I believe that a combination of arithmetic and geometric means 

is appropriate since investors have access to both types of means and, presumably, both 

types are reflected in investment decisions and thus stock prices and cost of capital. 

Please summarize your CAPM calculations. 

Schedule 9 shows my CAPM calculations. The results are: 

Mean Median 
Proxy Group 7.1% 7.0% 
Avera Group 7.1% 7.2% 

What is your conclusion concerning the CAPM cost of equity? 

The result of my CAPM analyses collectively indicates a cost of 7.0 percent to 7.2 percent 

for the groups of comparison utilities. I conclude that the CAPM cost of equity for APS is 

7.0 percent to 7.2 percent (7.1 percent mid-point). 

X. COMPARABLE EARNINGS ANALYSIS 

Q. 

A. 

Please describe the basis of the CE methodology. 

The CE method is derived from the “corresponding risk” standard of the Bluefield and 

Hope cases. This method is thus based upon the economic concept of opportunity cost. 

As previously noted, the cost of capital is an opportunity cost: the prospective return 

available to investors from alternative investments of similar risk. 
. ~ _ _ _ _ _ _  _________--_____ - -  

Technical Associates, Inc. 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

1s 

2c 

21 

2; 

2; 

2 L  

2: 

-2c 

V. *---LA 

Docket No. E-O1345A-11-0224 
Page 35 

The CE method is designed to measure the returns expected to be earned on the original 

cost book value of similar risk enterprises. Thus, this method provides a direct measure of 

the fair return, because the CE method translates into practice the competitive principle 

upon which regulation is based. 

The CE method normally examines the experienced and/or projected returns on book 

common equity. The logic for examining returns on book equity follows from the use of 

original-cost, rate-base regulation for public utilities, which uses a utility’s book common 

equity to determine the cost of capital. This cost of capital is, in turn, used as the fair rate 

of return which is then applied (multiplied) to the book value of rate base to establish the 

dollar level of capital costs to be recovered by the utility. This technique is thus consistent 

with the rate base methodology used to set utility rates. 

How have you employed the CE methodology in your analysis of APS’s common 

equity cost? 

I conducted the CE methodology by examining realized returns on equity for several 

groups of companies and evaluating the investor acceptance of these returns by reference 

to the resulting market-to-book ratios. In this manner it is possible to assess the degree to 

which a given level of return equates to the cost of capital. It is generally recognized that 

utilities that have market-to-book ratios of greater than one (ie., 100 percent) reflect a 

situation where a company is able to attract new equity capital without dilution (ie., above 

book value). As a result, one objective of a fair cost of equity is the maintenance of stock 

prices above book value. 

I would further note that the CE analysis, as I have employed it, is based upon market data 

-(though-the- use-of m-arket=to=booki-atios)mdTs-thx e s s e n t ~ a l l y - ~ ~ ~ ~ t - t ~ s ~ . -  As a- 
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result, my analysis is not subject to the criticisms occasionally made by some who 

maintain that past earned returns do not represent the cost of capital. In addition, my 

analysis uses prospective returns and thus is not confined to historical data. 

Q. 
A. 

Q. 
A. 

- ~ . . .  

What time periods have you examined in your CE analysis? 

My CE analysis considers the experienced equity returns of the proxy groups of utilities 

for the period 1992-2010 (ie., the last nineteen years). The CE analysis requires that I 

examine a relatively long period of time in order to determine trends in earnings over at 

least a full business cycle. Further, in estimating a fair level of return for a future period, 

it is important to examine earnings over a diverse period of time in order to avoid any 

undue influence from unusual or abnormal conditions that may occur in a single year or 

shorter period. Therefore, in forming my judgment of the current cost of equity I have 

focused on two periods: 2002-2010 (the recent business cycle) and 1992-2001 (the prior 

business cycle). 

Please describe your CE analysis. 

Schedules 10 and 11 contain summaries of experienced returns on equity for several 

groups of companies, while Schedule 12 presents a risk comparison of utilities versus 

unregulated firrns. 

Schedule 10 shows the earned returns on average common equity and market-to-book 

ratios for the groups of proxy utilities. These can be summarized as follows: 
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Avera 
Proxy Proxy 
Group Group 

Historic ROE 
Mean 9.6-1 1.7% 10.4-11.4% 
Median 9.5- 12.0% 10.2-1 1.9% 

Historic MA3 
Mean 143-164% 164-165% 
Median 144-1 61% 144- 1 59% 

Prospective ROE 
Mean 9.0-9.7% 9.4- 1 0.1 YO 
Median 8.3-9.3% 9.0-9.5% 

These results indicate that historic returns of 9.5 percent to 12.0 percent have been 

adequate to produce market-to-book ratios of 143 percent to 165 percent for the groups of 

proxy utilities. Furthermore, projected returns on equity for 201 1 , 2012, 2014-2016 are 

within a range of 8.3 percent to 10.1 percent for the utility groups. These relate to 2010 

market-to-book ratios of 1 18 percent or higher. 

Have you also reviewed earnings of unregulated firms? 

Yes. As an alternative, I also examined a group of largely unregulated firms. I have 

examined the Standard & Poor's 500 Composite group, since this is a well-recognized 

group of firms that is widely utilized in the investment community and is indicative of the 

competitive sector of the economy. Schedule 11 presents the earned returns on equity and 

market-to-book ratios for the S&P 500 group over the past nineteen years. As this 

Schedule indicates, over the two periods this group's average earned returns ranged from 

12.4 percent to 14.7 percent with market-to-book ratios ranging between 258 percent and 

341 percent. 

- .  _ _  __  - - _ _  -- 
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Q. 
A. 

Q. 
A. 

How can the above information be used to estimate the cost of equity for APS? 

The recent earnings of the proxy utility and S&P 500 groups can be utilized as an 

indication of the level of return realized and expected in the regulated and competitive 

sectors of the economy. In order to apply these returns to the cost of equity for proxy 

utilities, however, it is necessary to compare the risk levels of the utility industry with 

those of the competitive sector. I have done this in Schedule 12, which compares several 

risk indicators for the S&P 500 group and the utility groups. The information in t h s  

schedule indicates that the S&P 500 group is more risky than the utility proxy groups. 

What return on equity is indicated by the CE analysis? 

Based on the recent earnings and market-to-book ratios, I believe the CE analysis 

indicates that the cost of equity for the proxy utilities is no more than 9.5 percent to 10.0 

percent. Recent returns of 9.5 percent to 12.0 percent have resulted in market-to-book 

ratios of 143 and greater. Prospective returns of 8.3 percent to 10.1 percent result in 

anticipated market-to-book ratios of over 11 8 percent. As a result, it is apparent that 

returns below this level would result in market-to-book ratios of well above 100 percent. 

An earned return of 9.5 percent to 10.0 percent should thus result in a market-to-book ratio 

of over 100 percent. As I indicated earlier, the fact that market-to-book ratios 

substantially exceed 100 percent indicates that historic and prospective returns of over 10 

percent reflect earnings levels that exceed the cost of equity for those regulated 

companies. 

also note that my CE analysis is not based on a mathematical formula approach, as 

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current 

conditions in equity markets. Further, it is based on the direct relationship between 

- - return-on-comrriin stockan-d--m-arket-to=bcok ratfos a f  - ~ o ~ s t o c ~ - l n - u t i l i t y - r a t e -  
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setting, a fair rate of return is based on the utility’s assets (ie., rate base) and the book 

value of the utility’s capital structure. As stated earlier, maintenance of a financially 

stable utility’s market-to-book ratio at 100 percent, or a bit higher, is fully adequate to 

maintain the utility’s financial stability. On the other hand, a market price of a utility’s 

common stock that is 150 percent or more above the stock’s book value is indicative of 

earnings that exceed the utility’s reasonable cost of capital. Thus, actual or projected 

earnings do not directly translate into a utility’s reasonable cost of equity. Rather, they 

must be viewed in relation to the market-to-book ratios of the utility’s common stock. 

My 9.5 percent to 10.0 percent CE recommendation is not designed to result in market-to- 

book ratios as low as 1.0 for APSPWC. Rather, it is based on current market conditions 

and the proposition that ratepayers should not be required to pay rates based on earnings 

levels that result in excessive market-to-book ratios. 

XI. RETURN ON EQUITY RECOMMENDATION 

Q. 

A. 

Q. 
A. 

Please summarize the results of your three cost of equity analyses. 

My three methodologies produce the following: 

Range Mid-Point 
Discounted Cash Flow 9.3-10.5% 9.90% 
Capital Asset Pricing Model 7.0-7.2% 7.10% 
Comparable Earnings 9.5-10.0% 9.75% 

What is your cost of equity recommendation for APS? 

My analyses suggest a broad cost of equity range of 7.0 percent to 10.5 percent range for 

APS. The respective mid-points of my DCF and CE analyses are 9.90 percent and 9.75 

percent. I rec-ommend a-cost-of-equity range of9.3-percent-to- 10.5-percent-(9-90._percent~ 

Technical Associates, Inc. 
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mid-point) for APS. This range is supported by my DCF and CE analyses, and exceeds my 

CAPM findings. I believe a 9.90 cost of equity is adequate at this time in order to give 

some consideration to APS’s ratepayers for the economic distress they are incurring due to 

the recent recession and at same time assist APS maintain, if not improve, its debt rating. 

Q. 

A. 

Q. 

A. 

It appears that your CAPM results are somewhat lower than your DCF results. Does 

this indicate that the CAPM results should not be used at this time? 

No, this is not the case. Although my recommended range is above the CAPM results, I 

have not disregarded the CAPM results. It is apparent that the CAPM results are lower 

than the DCF results, as well as being lower than CAPM results in recent years. The two 

reasons for this are the current relatively low yields on U.S. Treasury bonds (Le., risk-free 

rate) and a lower risk premium that reflects the decline in stock prices of the past few 

years. However, these currently lower CAPM results are only one-half of the impact of 

recent economic conditions. The other impact is on the DCF results, which are somewhat 

higher currently due to the higher yields attributable to the decline in stock prices, as well 

as the use of EPS projections from a depressed base (beginning) point. It would not be 

proper to disregard the lower CAPM results while not discounting the higher DCF results. 

How does your cost of equity recommendation in this proceeding compare to your 

cost of equity recommendation in the last APS general rate proceeding? 

As I indicated above, my cost of capital range in the current proceeding is 9.3 percent to 

10.5 percent, with a mid-point of 9.90 percent. In addition, the mid-points of my DCF and 

CE analyses are 9.90 percent and 9.75 percent, respectively. I am recommending a point 

estimate of 9.90 percent for APS in this proceeding. 

. ___~  ___ - ___- ---__ 
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In the last general rate proceeding of APS (Docket No. E-01345A-08-0172), my 

corresponding cost of equity range was 9.0 percent to 11 .O percent, with a mid-point of 

10.0 percent. In that proceeding, I recommended the top of the range, or 1 1 .O percent. As 

I indicated (pages 32-33) 

Even though a lower cost of equity (e.g., the mid-point of my 9.0 percent to 11.0 
percent range) could be justified, my 1 1 .O percent recommendation reflects Staffs 
desire to aid APS in its efforts to attract capital investment, as cited in the 
testimony of Staff witness Johnson. 

I have also demonstrated, in prior sections of my prior testimony, that the financial 

circumstances of APS are improved currently in comparison to those in existence in the 

prior general rate proceeding. As I indicated, APS’ debt ratings and outlooks have 

improved and that PWC has successfully raised common equity in the capital markets. As 

a result, I do not propose any similar adjustment to the top end of the cost of capital range, 

nor is Staff proposing such an adjustment, in the current proceeding. 

X I .  TOTAL COST OF CAPITAL 

Q. 

A. 

What is the total cost of capital for APS? 

Schedule 1 reflects the total cost of capital for the Company using APS’s test period 

capital structure along with the cost of debt and common equity costs my analyses 

support. The resulting total cost of capital is 7.95 percent to 8.60 percent (8.28 percent 

with 9.90 percent return on equity). I recommend that this 8.28 percent total cost of 

capital be established for APS. 

-~ . .... ~ . .- - .  .. . ._ .. . ~- . -- ._ - . -_ ~ . . - - ~ - .. 
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Q- 

A. 

Does your cost of capital recommendation provide the Company with a sufficient 

level of earnings to  maintain its financial integrity? 

Yes, it does. Schedule 13 shows the pre-tax coverage that would result if A P S  earned my 

cost of capital recommendation. As the results indicate, my recommended range would 

exceed a coverage level above the benchmark range for a BBB rated utility. In addition, 

the debt ratio (which reflects the Company’s proposed capital structure) exceeds the 

benchmark for a BBB rated utility. 

XIII. CRITIQUE OF COMPANY TESTIMONY 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Have you reviewed the testimony of APS witness William Avera? 

Yes, I have. 

What is your understanding of Dr. Avera’s cost of equity recommendation for APS? 

Dr. Avera proposes an equity return for APS of 1 1.25 percent. 

Please summarize your understanding of Dr. Avera’s cost of equity analyses. 

Dr. Avera’s cost of equity findings can be summarized as follows: 

Utility Non-Utility 
Proxy Group Proxy Group 

DCF 
Earnings 

Value Line 1 1.2% 11.9% 
IBES 1 1 .O% 12.4% 
Zacks 10.9% 12.5% 

br + sv 9.5% 12.1% 

CAPM 1 1.4% 10.0% 

_ _ _ _  - -  _ _  - 
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Based upon these results, Dr. Avera concluded that the "bare bones" cost of equity is a 

range of 10.6 percent to 11.6 percent. He adds 0.15 percent to this range for flotation 

costs and concludes the cost of equity is 10.75 percent to 11.75 percent. He further 

concludes that the cost of equity for A P S  is the mid-point of this range, or 1 1.25 percent. 

Q. 
A. 

Q. 
A. 

Do you have any comments concerning Dr. Avera's DCF analyses and conclusions? 

Yes, I do. Dr. Avera's DCF analyses for his utility proxy group contains an 11 .O percent 

conclusion. This 11 .O percent conclusion is based on his four sets of DCF analyses shown 

on his page 48. All but one of these sets of DCF analyses are based exclusively on 

analysts' forecasts of EPS growth and the remaining DCF result is 9.5 percent for his 

utility proxy group. It is thus obvious that Dr. Avera's 11.25 percent DCF conclusion is 

based almost exclusively on analysts' forecasts of EPS growth. 

Is it proper to focus on analysts' forecasts of EPS growth in a DCF analysis? 

No. As I indicated in my DCF analysis, it is customary and proper to use alternative 

measures of growth, not just EPS projections. 

Dr. Avera's DCF analyses implicitly assume that investors rely almost exclusively on EPS 

projections when making investment decisions. This is a very dubious assumption, and 

Dr. Avera has offered no evidence that it is correct. I note, for example, the Value Line 

publication - one of the sources of his growth rate estimates - contains many statistics, of 

both a historic and projected nature, for the benefit of Value Line subscribers, who 

presumably make investment decisions based at least in part from the information 

contained in Value Line. For example, Value Line publishes both historic and projected 

growth rates in numerous financial indicators such as EPS, DPS, BVPS, and retention 
_ _  . ~- - _ _  
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growth. Yet, Dr. Avera would have us believe that Value Line subscribers and investors 

focus exclusively on one single number from this publication. 

I note in this regard that the DCF model is a “cash flow” model. The cash flow to 

investors in a DCF framework is dividends. Dr. Avera’s DCF results, in contrast, does not 

even consider dividend growth rates. 

Q. 

A. 

Q. 
A. 

Dr. Avera also conducts DCF analyses to a group of non-regulated companies. Is 

this a proper standard for establishing APS’ cost of equity? 

No, it is not. This group of non-regulated companies is clearly more risky than his proxy 

group of electric utilities. 

analyses for the two groups, as referenced above. 

As evidence of this, consider the respective sets of DCF 

The DCF costs for the non-utility group are much higher than those for the electric group. 

This clearly indicates that the non-utility group is more risky than the utility group and, 

thus, serves as no reliable standard for APS. 

What are your comments regarding Dr. Avera’s CAPM analysis? 

Dr. Avera’s CAPM uses the following inputs for his utility proxy group: 

Market risk premium 8.3% 

Risk free rate 4.5% 

Beta 0.74% 

Size Adjustment 0.74% 

_ _  - - .  - - -  
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My first concern with Dr. Avera’s CAPM analysis is the use of the 8.3 percent market risk 

premium. His 8.3 percent market risk premium was derived by combining his estimate of 

DCF results for the S&P 500 (12.8 percent) and a 4.5 percent yield on 30-year U.S. 

Treasury bonds. This 12.8 percent expected return for the S&P 500 is excessive. The 

historic (1926-2010) total returns for the S&P 500 have been much less than 12.8 percent 

(i.e., 9.9 percent on a geometric growth basis and 11.9 percent on an arithmetic basis). Dr. 

Avera offers no explanation as to why his DCF results for the S&P 500 group are so much 

higher than his group’s historic returns. 

XIV. FAIR VALUE RATE OF RETURN 

Q. 

A. 

Q. 

A. 

What is your understanding of APS’s position on the issue of fair value rate base and 

related rate of return implications? 

It is my understanding that APS is requesting that the fair value of its rate base be used in 

developing its rates. The Company is requesting that the Commission use the same 

methodology for determining its fair value rate of return (“FVROR”) as was used by the 

Staff in the last APS case. The Company is requesting a 1.0 percent return on its fair 

value increment of capital (Le., the difference between the Reconstructed Cost New 

(“RCN’) rate base and Original Cost (“OC”) rate base). 

What is your understanding of the Commission’s procedure for utilizing the fair 

value of rate base in setting utility rates? 

My “non-legal understanding” is that the Commission must consider the fair value of a 

utility’s assets in setting rates. My understanding is based in part on the 2007 Arizona 

Court of Appeals decision in the Chaparral City case that indicates that the court agreed 

with the Commission that “the cost of  capital analysis ‘is geared to concepts of original 
- __ - - _ _  - - - 
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cost measures of rate base, not fair value measures of rate base . . . .y’6 The decision goes 

on to make the following statement: “If the Commission determines that the cost of capital 

analysis is not the appropriate methodology to determine the rate of return to be applied to 

the FVRB, the Commission has the discretion to determine the appropriate 

meth~dology.”~ It is correspondingly the purpose of this section of my testimony to 

recommend an “appropriate methodology” for use in conjunction with a FVRB. 

Q. 

A. 

Do you have any observations based upon your own experience in cost of capital 

determination, as to whether a cost of capital developed for application to an original 

cost rate base is consistent with a fair value rate base? 

Yes, I do. It is my personal experience, based upon nearly 40 years of providing cost of 

capital testimony, that the concept of cost of capital is designed to apply to an original cost 

rate base. This is the case since the cost of capital is derived from the liabilities/owners’ 

equity side of a utility’s balance sheet using the book values of the capital structure 

components. The cost of capital, once determined, is then applied to (i.e., multiplied by) 

the rate base, which is derived from the asset side of the balance sheet @e., OCRI3). From 

a financial perspective, the rationale for this relationship is that the rate base is financed by 

the capitalization. Under this relationship, a provision is provided for investors (both 

lenders and owners) to receive a return on their invested capital. Such a relationship is 

meaningful as long as the cost of capital is applied to the original cost (i.e., book value) 

rate base, because there is a matching of rate base and capitalization. 

When the concept of fair value rate base is incorporated, however, this link between rate 

base and capital structure is broken. The amount of fair value rate base that exceeds 

ChaDarral _~ City - Water ~ Company v. ACC, 1 CA~000510002, at p. 13,  #Q ( e i z .  App. Feb- l3,2007)(memo decision)_ 
- Id. 
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original cost rate base is not financed with investor-supplied funds and, indeed, is not 

financed at all. As a result, a customary cost of capital analysis cannot be automatically 

applied to the fair value rate base since there is no financial link between the two concepts. 

In my “non-legal’y opinion, both the Commission and the Arizona Court of Appeals have 

also recognized this lack of compatibility between a customary weighted cost of capital 

(“WCOC”) analysis and FVRB. 

Q. 

A. 

Q. 

A. 

. .- 

Why is it important that there be a link between the concepts of rate base and cost of 

capital? 

This link is important since financial theory indicates that investors should be provided an 

opportunity to earn a return on the capital they provided to the utility. Since the capital 

finances the rate base (in an original cost world), the link between cost of capital and rate 

base satisfies this financial objective. 

Based on your experience as a cost of capital witness over the past 40 years, do you 

have. a suggestion as to how to account for the use of a FVRB in setting rates for 

APS? 

Yes, I do. Since the increment between fair value rate base and original cost rate base is 

not financed with investor-supplied funds, it is logical and appropriate, from a financial 

standpoint, to assume that this increment has no financing cost. As a result, the cost of 

capital, through the capital structure, can be modified to account for a level of cost-free 

capital in an equal dollar amount to the increment of FVRB over the OCRB. Such a 

procedure would still provide for a return being earned on all investor-supplied funds and 

would thus be consistent with financial standards. 



1 

2 

3 

4 

I 
I 5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

22 

~ . . . . . - .. . . . - - 

Q. 
A. 

Q. 

A. 

Q. 

A. 

Have you made such a proposal in this proceeding? 

Yes, I have. As is shown below, I have developed a capital structure and FVROR that 

applies to APS's FVRB. 

Fair 
Value 

Item Percent' cost Return 
Long-term Debt 31.94% 6.38% 2.04% 
Common Equity 37.40% 9.90% 3.70% 
FVRB ~ncrement~ 30.66% 0.00% 0.00% 
Total FVRB Capital 100.00% 5.74% 

Applying this 5.74 percent to the FVRB provides for a return on all investor-supplied 

capital and is therefore an appropriate rate to apply to the FVRB from a financial and 

economic standpoint. As such, it provides for an appropriate fair value rate of return to be 

applied to a FVRB. Staff also refers to this as Method 1. 

Have you developed an alternative method with which to apply a FVROR to a 

FVRB? 

Yes, I have. Should the Commission determine that there should be a specific return 

(greater than zero) applied to the FVRB Increment, I have provided such a procedure. 

Why is it necessary to add a return on only the portion of FVRB that exceeds the 

OCRB? 

The WCOC authorized by the Commission has already provided for a full cost of equity 

return and cost of debt on the portions of equity and debt capital that are supporting the 

As shown in Testimony of Utilities Division Staff wjtcess Ralph Smith. - __ __ 
8 

-~ ____ _ _  
FVRB minus OClU3. 
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OCRB portion of the FVRB. As a result, there is no need to provide any additional return 

on the portions of FVRB supported by common equity and debt. 

Stated differently, both the cost of debt and the return on common equity @e., capital 

stock, paid-in capital, and retained earnings - the investment of common shareholders) are 

already provided for in a traditional WCOC. Only the portion of the FVRB that exceeds 

OCRB ("Fair Value Increment") needs to have a specific return identified in order to 

reflect a return component on that Fair Value Increment. 

Q. 
A. 

What is the proper cost rate to apply to the Fair Value Increment? 

As I indicated previously, from a financial perspective, it should not be necessary to 

provide for any return on the Fair Value Increment since this is not investor-supplied 

capital. However, the Commission may choose to evaluate this issue from both a financial 

and a public policy perspective. I am aware that APS may claim that the concept of fair 

value carries with it the notion that investors should receive some benefit when fair value 

is greater than original cost and should suffer some detriment when fair value is less than 

original cost. It is possible that the Commission may determine that Arizona's fair value 

provision, which is somewhat unique, is not inconsistent with these concepts. 

Nonetheless, the idea that the Company should receive some benefit from the Fair Value 

Increment does not mean that one should automatically apply to the FVRB a WCOC 

developed by reference to original cost rate base. If it is determined that it is desirable to 

provide an additional (non-zero) return on the Fair Value Increment, the proper return 

should be no larger than the real (i.e., after inflation is removed) risk-free rate of return. 

. -- . -~ ..... ~~ -. ~~ - - -.. ~ -_ .. . - 
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Q. 

A. 

What is the risk-free return? 

The risk-free return is, in financial terms, the return on an investment that carries little or 

no risk. Risk-free investments are universally defined as US. Treasury Securities, with 

short-term maturities usually being used as the risk-free rate. Over the past several 

months, various maturities of U S .  Treasury securities have yielded from about 0.1 percent 

(short-term) to 4.0 percent (long-term) in nominal terms. I also note that 2011 and 2012 

forecasts of long-term U.S. Treasury securities are about 3.5 percent to 5.0 percent. As a 

result, I use 4.0 percent as the nominal risk-free rate. 

Q. 

A. 

What is the “real” risk-free rate? 

The concept of real rates involves the removal of the rate of inflation from the nominal 

risk-free rate. In 2010, the rate of inflation, as measured by the Consumer Price Index 

(“CPI”), was 1.5 percent. Forecasts of the CPI for 201 1-2012 are about 2 percent or less. 

As a result, I propose to use a 2 percent inflation rate for computing the real risk-free rate, 

which is computed as follows: 

Nominal Risk-Free Rate 4.0% 

Less: Inflation Rate 2.0% 

Equals: Real Risk-Free Rate 2.0% 

Q. Please explain why APS’s FVROR should consider the real risk-free rate, as opposed 

to the nominal risk-free rate. 

The investors of APS are already receiving an inflation factor due to the inclusion of 

inflation in the Fair Value Increment. Specifically, the Fair Value Increment incorporates 

inflation by considering the current value of assets, which reflect, in part, past inflation. It 

A. 

- - - .. . - _ _ _  _ _ _  - ~ _ - - .- 
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would be double-counting to also include the inflation components in the return to be 

applied to the Fair Value Increment. 

Q. 

A. 

Q. 
A. 

~~ 

What return on the Fair Value Increment do you recommend in your alternative 

FVROR proposal? 

My alternative FVROR proposal (“Method 2”) incorporates a return on the Fair Value 

Increment with a maximum value of 2.0 percent, as developed above. However, I wish to 

emphasize that this 2.0 percent value is the maximum value that could be applied to the 

FVRB Increment. In reality, any value between zero percent and 2.0 percent could be 

used as the cost rate on the FVRB Increment. As I stated above, this Fair Value Increment 

return is in addition to the return that the Company’s investors already earn on their 

investment in the Company. In this sense, an above-zero cost rate for the fair value 

increment represents a bonus to the Company that would have to find its justification in 

policy considerations instead of in pure economic or financial principles; for that reason, 

the selection of an appropriate cost rate within this range should fall to the Commission’s 

discretion. I would propose the mid-point of this range, or 1 .OO percent. 

What is the resulting impact of your alternative proposal in this proceeding? 

I am proposing the following modified FVROR for APS: 

Capital Item Percent cost Return 
Long-term Debt 3 1.94% 6.38% 2.04% 
Common Equity 37.40% 9.90% 3.70% 
FVRB Increment 30.66% 1.00% 0.3 1% 
Total 100.00% 6.05% 

As shown in the above table, this alternative proposal provides for a non-zero return on 

the Fair Value Increment of APS, and provides for an overall fair value rate of return of 
- ~ - .  _ - - - _ _  -6.05-percent-on-tkie-FVRl3- - - -- - - 
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Q. 

A. 

Q. 
A. 

Q. 

A. 

Of the two alternative proposals for determining the fair value rate of return that 

should be applied to the FVRB, which one do you believe is more appropriate and 

why? 

From a financial perspective, I believe the first proposal (Le., zero-cost for FVRB 

Increment) is most appropriate. Ths proposal is consistent with financial principles and 

would fully compensate the Company’s investors for their investment. In addition, this 

proposal utilizes the FVRB of the Company. On the other hand, if the Commission were 

to determine that a non-zero return on the Fair Value Increment is desirable, the 

alternative (i.e., a 1.00 percent cost-rate for the FVRB increment) is not inappropriate. It 

is my understanding that this second alternative was utilized by the Commission in APS’s 

last rate proceeding. 

Do these proposals provide for a return on the FVRB of APS? 

Yes, they do. 

Will Staff continue to evaluate appropriate methods for determining the fair value 

rate of return on fair value rate base? 

It is my understanding that the Commission Staff will continue to consider these issues in 

the context of future rate cases. Individual rate cases present different issues and varying 

sets of circumstances. For example, if one were to assign a non-zero cost rate to the fair 

value increment, it may be ap;ropriate to determine the cost of equity to reflect a 

reduction in risk. I have not proposed such an adjustment in this case, but these issues 

may appear as Staff continues to consider appropriate methods for determining and 

evaluating the concept of fair value rate of return on fair value rate base. 

-. _ _  - ~ _ _  _ __ _ - -  
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Q. 

A. Yes. 

Does this conclude your Direct Testimony? 
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ARIZONA PUBLIC SERVICE COMPANY 
TOTAL COST OF CAPITAL 

FOR THE TEST YEAR ENDED DECEMBER 31,2010 

Capital Item Amount I /  Percent Cost Rate Weighted Cost 
($000) 

Long-Term Debt $3,382,856 46 06% 638% 11 2.94% 

I - Short-Term Debt $0 0.00% - 11 

Common Equity $3,961,248 53.94% 9.30% 9.90% 10.50% 5.02% 5.34% 5.66% 

Total Capital $7,344,104 100.00% 7.95% 8.28% 8.60% 

~~ 

I/ As contained in Schedule D-I of Company Filing. 
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E C 0 N 0 MI C I N D I CAT0 RS 

Real Industrial Unemploy- 
GDP* Production ment Consumer Producer 

Year Growth Growth Rate Price Index Price Index 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 

201 0 

-1.1% 
5.4% 
5.5% 
5.0% 
2.8% 
-0.2% 
1.8% 
-2.1% 

4.0% 
6.8% 
3.7% 
3.1% 
2.9% 
3.8% 
3.5% 
I .8% 
-0.5% 

3.0% 
2.7% 
4.0% 
3.7% 
4.5% 
4.5% 
4.2% 
3.7% 
4.1% 
1.1% 

1.8% 
2.5% 
3.5% 
3.1% 
2.7% 
1.9% 

-3.5% 
-0.3% 

3.0% 

1975 - 1982 Cycle 
-8.9% 8.5% 
10.8% 7.7% 
5.9% 7.0% 
5.7% 6.0% 
4.4% 5.8% 
-1.9% 7.0% 
1.9% 7.5% 

-4.4% 9.5% 

1983 - 1991 Cycle 
3.7% 9.5% 
9.3% 7.5% 
1.7% 7.2% 
0.9% 7.0% 
4.9% 6.2% 
4.5% 5.5% 
1.8% 5.3% 
-0.2% 5.6% 
-2.0% 6.8% 

I992 - 2001 Cycle 
3.1% 7.5% 
3.4% 6.9% 
5.5% 6.1% 
4.8% 5.6% 
4.3% 5.4% 
7.3% 4.9% 
5.8% 4.5% 
4.5% 4.2% 
4.0% 4.0% 
-3.3% 4.7% 

2002 - 2009 Cycle 
0.2% 5.8% 
1.3% 6.0% 
2.3% 5.5% 
3.2% 5.1% 
2.2% 4.6% 
2.7% 4.6% 
-3.7% 5.8% 

-1 1.2% 9.3% 

Current Cycle 
5.3% 9.6% 

7.0% 
4.8% 
6.8% 
9.0% 
13.3% 
12.4% 
8.9% 
3.8% 

3.8% 
3.9% 
3.8% 
1.1% 
4.4% 
4.4% 
4.6% 
6.1% 
3.1% 

2.9% 
2.7% 
2.7% 
2.5% 
3.3% 

1.6% 
2.7% 
3.4% 
1.6% 

1.7% 

2.4% 
1.9% 
3.3% 
3.4% 
2.5% 
4.1% 
0.1 % 
2.7% 

1.5% 

6.6% 
3.7% 
6.9% 
9.2% 

11.8% 
7.1 % 
3.6% 

12.8% 

0.6% 
1.7% 
1.8% 

2.2% 
4.0% 
4.9% 
5.7% 
-0.1 % 

-2.3% 

1.6% 
0.2% 
1.7% 
2.3% 
2.8% 
-1.2% 
0.0% 

3.6% 
2.9% 

-1.6% 

1.2% 
4.0% 
4.2% 
5.4% 
1.1% 
6.2% 
-0.9% 
4.3% 

3.8% 

*GDP=Gross Domestic Product ._ . 

Source: Council of Economic Advisors, Economic indicators, various issues. 
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ECONOMIC I N DI CAT0 RS 

Real Industrial Unernploy- 
GDP* Production ment Consumer Producer 

Year Growth Growth Rate Price Index Price Index 

2004 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 0 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 1 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 

3.0% 
3.5% 
3.6% 
2.5% 

4.1% 
1.7% 
3.1% 
2.1% 

5.4% 
I .4% 
0.1% 
3.0% 

0.9% 
3.2% 
2.3% 
2.9% 

-1.8% 
1.3% 
-3.7% 
-8.9% 

-6.7% 
-0.7% 
1.7% 
3.8% 

3.9% 
3.8% 
2.5% 
2.3% 

0.4% 
1.3% 

2.8% 
4.9% 
4.6% 
4.3% 

3.8% 
3.0% 
2.7% 
2.9% 

3.4% 
4.5% 
5.2% 
3.5% 

2.5% 
1.6% 
1.8% 
1.7% 

1.9% 
0.2% 
-3.0% 
6.0% 

-1 1.6% 
-12.9% 
-9.3% 
-4.5% 

2.7% 
7.4% 
6.9% 
6.3% 

5.4% 
3.8% 

5.6% 
5.6% 
5.4% 
5.4% 

5.3% 
5.1% 
5.0% 
4.9% 

4.7% 
4.6% 

4.5% 
4.7% 

4.5% 
4.5% 
4.6% 
4.8% 

4.9% 
5.3% 
6.0% 
6.9% 

8.1% 
9.3% 
9.6% 
10.0% 

9.7% 
9.7% 
9.6% 
9.6% 

8.9% 
9.1% 
9.1% 

5.2% 
4.4% 
0.8% 
3.6% 

4.4% 
1.6% 
8.8% 
-2.0% 

4.8% 
4.8% 
0.4% 
0.0% 

4.8% 
5.2% 
1.2% 
6.4% 

2.8% 
7.6% 
2.8% 

-1 3.2% 

2.4% 
3.2% 
2.0% 
2.5% 

0.9% 
-1.5% 
2.8% 
2.8% 

5.6% 
1.6% 

5.2% 
4.4% 
0.8% 
7.2% 

5.6% 
-0.4% 
14.0% 
4.0% 

-0.2% 
5.6% 
-4.4% 
3.6% 

6.4% 
6.8% 
1.2% 
10.8% 

9.6% 
14.0% 
-0.4% 
-28.4% 

-0.4% 
9.2% 
-0.8% 
8.8% 

6.5% 

4.3% 
8.0% 

-3.5% 

13.2% 
2.4% 

*GDP=Gross Domestic Product 

Source: Council of Economic Advisors, Economic Indicators, various issues. 
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INTEREST RATES 

US Treasury US Treasury Utility Utility Utility Utility 
Prime T Bills T Bonds Bonds Bonds Bonds Bonds 

Year Rate 3 Month 10 Year Aaa Aa A Baa 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
200 1 

2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 

201 0 

7.86% 
6.84% 
6.83% 
9.06% 

15.27% 
18.89% 
14.86% 

12.67% 

10.79% 
12.04% 
9.93% 
8.33% 
8.21 % 
9.32% 
10.87% 
10.01% 
8.46% 

6.25% 
6.00% 
7.15% 
8.83% 
8.27% 
8.44% 
8.35% 
8.00% 
9.23% 
6.91 % 

4.67% 
4.12% 
4.34% 
6.19% 
7.96% 
8.05% 
5.09% 
3.25% 

3.25% 

5.84% 
4.99% 
5.27% 
7.22% 
10.04% 
11.51 % 
14.03% 
10.69% 

8.63% 
9.58% 
7.48% 
5.98% 
5.82% 
6.69% 
8.12% 
7.51 % 
5.42% 

3.45% 
3.02% 
4.29% 
5.51 % 
5.02% 
5.07% 
4.81 % 
4.66% 
5.85% 
3.45% 

1.62% 
1.02% 
1.38% 
3.16% 
4.73% 
4.41% 
1.48% 
0.16% 

0.14% 

1975 - 1982 Cycle 
7.99% 9.03% 
7.61% 8.63% 
7.42% 8.19% 
8.41 % 8.87% 
9.44% 9.86% 
11.46% 12.30% 
13.93% 14.64% 
13.00% 14.22% 

1983 - 1991 Cycle 
11 .IO% 12.52% 
12.44% 12.72% 
10.62% 11.68% 
7.68% 8.92% 
8.39% 9.52% 
8.85% 10.05% 
8.49% 9.32% 
8.55% 9.45% 
7.86% 8.85% 

1992 - 2001 Cycle 
7.01 % 8.19% 
5.87% 7.29% 
7.09% 8.07% 
6.57% 7.68% 
6.44% 7.48% 
6.35% 7.43% 
5.26% 6.77% 
5.65% 7.21 % 
6.03% 7.88% 
5.02% 7.47% 

2002 - 2009 Cycle 
4.61 % 
4.01 % 
4.27% 
4.29% 
4.80% 
4.63% 
3.66% 
3.26% 

Current Cycle 
3.22% 

9.44% 
8.92% 
8.43% 
9.10% 
10.22% 
13.00% 
15.30% 
14.79% 

12.83% 
13.66% 
12.06% 
9.30% 
9.77% 
10.26% 
9.56% 
9.65% 
9.09% 

8.55% 
7.44% 
8.21% 
7.77% 
7.57% 
7.54% 
6.91 yo 
7.51% 
8.06% 
7.59% 

[I] 7.19% 
6.40% 
6.04% 
5.44% 
5.84% 
5.94% 
6.18% 
5.75% 

5.24% 

10.09% 
9.29% 
8.61% 
9.29% 
10.49% 
13.34% 
15.95% 
15.86% 

13.66% 
14.03% 
12.47% 
9.58% 
10.10% 
10.49% 
9.77% 
9.86% 
9.36% 

8.69% 
7.59% 
8.31% 
7.89% 
7.75% 
7.60% 
7.04% 
7.62%' 
8.24% 
7.78% 

7.37% 
6.58% 
6.16% 
5.65% 
6.07% 
6.07% 
6.53% 
6.04% 

5.46% 

10.96% 

9.06% 
9.62% 

9.82% 

10.96% 
13.95% 
16.60% 
16.45% 

14.20% 
14.53% 
12.96% 
10.00% 
10.53% 
11 .OO% 
9.97% 
10.06% 
9.55% 

8.86% 

8.63% 
8.29% 
8.16% 
7.95% 
7.26% 
7.88% 
8.36% 
8.02% 

7.91 yo 

8.02% 
6.84% 
6.40% 

6.32% 
6.33% 
7.25% 
7.06% 

5.93% 

5.96% 

[ I ]  Note: Moody's h a s  not published Aaa utility bond yields since 2001. 

Sources:  Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
- 

Reserve Bulletin; various issues .  
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INTEREST RATES 

US Treasury US Treasury Utility Utility Utility Utility 
Prime T Bills TBonds Bonds Bonds Bonds Bonds 
Rate 3 Month 10 Year Aaa [I] Aa A Baa 

2007 
Jan 
Feb 
Mar 
Apr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

2008 
Jan 
Feb 
Mar 
Apr 
May 
June 
July 
Aug 
Sept 
Oct 
Nov 
Dec 

2009 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 
OCt 
Nov 
Dec 

2010 
Jan 
Feb 
Mar 
Apr 
May 
June 
July 
Aug 
Sept 
OCt 
N ov 
Dec 

2011 
Jan 
Feb 
Mar 
APr 
May 
June 
July 
Aug 
Sept 

8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
8.25% 
7.75% 
7.50% 
7.50% 
7.25% 

6.00% 
6.00% 
5.25% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
5.00% 
4.00% 
4.00% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 
3.25% 

4.96% 
5.02% 
4.97% 
4.88% 
4.77% 
4.63% 
4.84% 
4.34% 
4.01% 
3.97% 
3.49% 
3.08% 

2.86% 
2.21% 
1.38% 
1.32% 
1.71% 
1.90% 
1.72% 
1.79% 
1.46% 
0.84% 
0.30% 
0.04% 

0.12% 
0.31% 
0.25% 
0.17% 
0.1 5% 
0.17% 
0.19% 
0.18% 
0.13% 
0.08% 
0.05% 
0.07% 

0.06% 
0.10% 
0.15% 
0.15% 
0.16% 
0.12% 
0.16% 
0.15% 
0.1 5% 
0.13% 
0.1 3% 
0.14% 

0.15% 
0.14% 
0.11% 
0.06% 
0.04% 
0.04% 
0.03% 
0.05% 
0.02% 

4.76% 
4.72% 
4.56% 
4.69% 
4.75% 
5.10% 
5.00% 
4.67% 
4.52% 
4.53% 
4.15% 
4.10% 

3.74% 
3.74% 
3.51 % 
3.68% 
3.88% 
4.10% 
4.01% 
3.89% 
3.69% 
3.81% 
3.53% 
2.42% 

2.52% 
2.87% 
2.82% 
2.93% 
3.29% 
3.72% 
3.56% 
3.59% 
3.40% 
3.39% 
3 40% 
3.59% 

3.73% 
3.69% 
3.73% 
3.85% 
3.42% 
3.20% 
3.01% 
2.70% 
2.65% 
2.54% 
2.76% 
3.29% 

3.39% 
3.58% 
3.41% 
3.46% 
3.17% 
3.00% 
3.00% 
2.30% 
1.98% 

5.78% 
5.73% 
5 66% 
5.83% 
5.86% 
6.18% 
6.11% 
6.11% 

6.04% 
5.87% 
6.03% 

6.10% 

5.87% 
6.04% 
5.99% 
5.99% 
6.07% 
6.19% 
6.13% 
6.09% 
6.13% 
6.95% 
6.83% 
5.93% 

6.01% 
6.11% 
6.14% 
6.20% 
6.23% 
6.13% 
5.63% 
5.33% 
5.15% 
5.23% 
5.33% 
5.52% 

5.55% 
5.69% 
5.64% 
5.62% 
5.29% 
5.22% 
4.99% 
4.75% 
4.74% 
4.89% 
5.12% 
5.32% 

5.29% 
5.42% 
5.33% 
5.32% 
5.08% 
5.04% 
5.05% 
4.44% 
4.24% 

5.96% 
5.90% 
5.85% 
5.97% 
5.99% 
6.30% 
6.25% 
6.24% 
6.18% 
6.11% 
5.97% 
6.16% 

6.02% 
6.21% 
6.21% 
6.29% 
6.27% 
6.38% 
6.40% 
6.37% 
6.49% 
7.56% 
7.60% 
6.54% 

6.39% 
6.30% 
6.42% 
6.48% 
6.49% 
6.20% 
5.97% 
5.71% 
5.53% 
5.55% 
5.64% 
5.79% 

5.77% 
5.87% 
5.84% 
5.81% 
5.50% 
5.46% 
5.26% 
5.01% 
5.01 % 
5.10% 
5.37% 
5.56% 

5.57% 
5.68% 
5.56% 
5.55% 
5.32% 
5.26% 
5.27% 
4.69% 
4.48% 

6.16% 
6.10% 
6.10% 
6.24% 
6.23% 
6.54% 
6.49% 
6.51% 
6.45% 

6.27% 
6.51% 

6.36% 

6.35% 
6.60% 
6.68% 
6.82% 
6.79% 
6.93% 
6.97% 
6.98% 
7.15% 
8.58% 
8.98% 
8.1 3% 

7.90% 
7.74% 
8.00% 
8.03% 
7.76% 
7.30% 
6.87% 

6.12% 
6.14% 
6.1 8% 
6.26% 

6.36% 

6.16% 
6.25% 
6.22% 
6.19% 
5.97% 
6.18% 
5.98% 
5.55% 
5.53% 
5.62% 
5.85% 
6.04% 

6.06% 
6.10% 
5.97% 
5.98% 
5.74% 
5.67% 
5.70% 
5.22% 
5.11% 

[I] Note: Moody's has not published Aaa utility bond yields since 2001. 

Sources: Council of Economic Advisors, Economic Indicators; Moody's Bond Record; Federal 
Reserve Bulletin; various issues. 
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STOCK PRICE INDICATORS 

S&P NASDAQ S&P S&P 
Composite [ I ]  Composite [I] DJIA DIP EIP 

1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 

1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 

1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 

2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 

201 0 

[I1 
322.84 
334.59 
376.18 

$415.74 
$451.21 
$460.42 
541.72 
670.50 
873.43 

1,085.50 
1,327.33 
1,427.22 
1 , I  94.18 

993.94 
965.23 

1 ,I 30.65 
1,207.23 
1,310.46 
1,477.19 
1,220.04 
948.05 

1,139.97 

1975 - 1982 Cycle 
802.49 
974.92 
894.63 
820.23 
844.40 
891.41 
932.92 
884.36 

1983 - 1991 Cycle 

1,190.34 
1,178.48 
1,328.23 
1,792.76 
2,275.99 

[I 1 2,060.82 
2,508.91 
2,678.94 

491 6 9  2,929.33 

1992 - 2001 Cycle 
$599.26 3,284.29 
715.16 3,522.06 
751.65 3,793.77 
925.19 4,493.76 

1,164.96 5,742.89 
1,469.49 7,441 . I5  
1,794.91 8,625.52 
2,728.1 5 10,464.88 

10,734.90 
2,035.00 10,189.13 

2002 - 2009 Cycle 
1,539.73 9,226.43 
1,647.17 8,993.59 
1,986.53 10,317.39 
2,099.32 10,547.67 
2,263.4 1 11,408.67 
2,578.47 1 3,169.98 
2,161 6 5  11,252.62 
1,845.38 8,876.15 

Current Cycle 
2,349.89 10,662.80 

4.31 % 
3.77% 
4.62% 
5.28% 
5.47% 
5.26% 
5.20% 
5.81% 

4.40% 
4.64% 
4.25% 
3.49% 
3.08% 
3.64% 
3.45% 
3.61 yo 
3.24% 

2.99% 

2.82% 

2.19% 

1.49% 
1.25% 
1.15% 
1.32% 

2.78% 

2.56% 

1.77% 

1 61 % 
1.77% 
1.72% 
1.83% 
1.87% 
1.86% 
2.37% 
2.40% 

1.98% 

9.15% 
8.90% 
10.79% 
12.03% 
13.46% 
12.66% 
11.96% 
11 60% 

8.03% 
10.02% 

6.09% 
5.48% 
8.01 % 
7.41 % 
6.47% 
4.79% 

8.12% 

4.22% 
4.46% 
5.83% 
6.09% 
5.24% 
4.57% 
3.46% 
3.17% 
3.63% 
2.95% 

2.92% 
3.84% 
4.89% 
5.36% 
5.78% 
5.29% 
3.54% 
1.86% 

6.04% 

[I] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ 
Composite priofto 1991. 

~ 

Source: Council of Economic Advisors, Economic Indicators, various issues. 



-. 
Schedule 2 
Page 6 of 6 

STOCK PRICE INDICATORS 

S&P NASDAQ S&P S&P 
Composite Composite DJlA DIP EIP 

2004 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2005 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2006 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2007 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2008 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

2009 
I st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 0 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 
4th Qtr. 

201 1 
1 st Qtr. 
2nd Qtr. 
3rd Qtr. 

1,133.29 
1,122.87 
1 ,I 04.1 5 
1,162.07 

i ,I 91.98 
i ,i a i  .65 
1,225.91 
1,262.07 

I ,283.04 

I ,288.40 
I ,389.48 

1,281.77 

1,425.30 
1,496.43 

1,494.09 
I ,490.81 

1,350.1 9 
1,371.65 
1,251.94 
909.80 

809.31 
892.23 
996.68 
I ,088.70 

1,121.60 
1,135.25 
1,096.39 
1,204.00 

1,302.74 
1 ,3 1 9.04 
1,228.12 

2,041.95 

1,872.90 
2,050.22 

I ,984.1 3 

2,056.01 
2,012.24 
2,144.6 1 
2,246.09 

2,287.97 
2,240.46 
2,141.97 
2,390.26 

2,444. 85 
2,552.37 
2,609.68 
2,701 5 9  

2,332.91 
2,426.26 

1,599.64 
2,290.87 

1,485.14 

I ,985.25 
1,731.41 

2,162.33 

2,274.88 
2,343.40 
2,237.97 
2,534.62 

2,741.01 
2,766.64 
2,613.1 1 

I 0,488.43 

I 0,129.85 
10,289.04 

10,362.25 

10,648.48 
10,382.35 
10,532.24 
10,827.79 

10,996.04 

11,274.49 
12,175.30 

11,188.84 

12,470.97 
13,214.26 
13,488.43 
13,502.95 

12,383.86 

8,795.61 

12,508.59 
1 1,322.40 

7,774.06 

9,229.93 
a ,327 .a3 

10,172.78 

10,454.42 
10,570.54 
10,390.24 
11,236.02 

12,024.62 
12,370.73 
11,671.47 

1.64% 
1.71 % 
1.79% 
1.75% 

1.77% 

I .83% 
1.86% 

I .85% 

I .85% 

1 .ai % 

I .84% 
I .82% 
I 

1.90% 
1.91 % 

1.91 % 

2.11% 
2.10% 
2.29% 
2.98% 

3.00% 
2.45% 
2.16% 
1.99% 

1.94% 
1.97% 
2.09% 
1.95% 

1.85% 
1.97% 
2.15% 

4.62% 
4.92% 

4.83% 
5. I 8% 

5.11% 
5.32% 
5.42% 
5.60% 

5.61 % 
5.86% 
5.88% 
5.75% 

5.85% 
5.65% 
5.15% 
4.51 % 

4.55% 
4.05% 
3.94% 
1.65% 

0.86% 
0.82% 
1 .I 9% 
4.57% 

5.21 % 
6.51% 
6.30% 
6.15% 

6.1 3% 
6.35% 

~ 

Source: Council of Economic Advisors, Economic Indicators, various issues. 



Exhibit-( DC P -1 ) 
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ARIZONA PUBLIC SERVICE AND PINNACLE WEST CAPITAL 
SECURITY RATINGS 

Moodv's Standard & Poor's 

Date APS PWC APS PWC 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

Baa2 

Ba a2/B a a 1 

Baal 

Baal 

Baal 

Baa 1 

Baal/Baa2 

Baa2 Baa3 

BBB 

BBB 

BBB 

BBB 

BBB 

BBB/BBB- 

BBB- BBB- 

BBB- BBB- 

2008 Baa2 Baa3 BBB- BBB- 

2009 Baa2 Baa3 BBB- BBB- 

201 0 Baa2 Baa3 BBB- BBB- 

201 1 Baa2 Baa3 B B B-/B B B B B B-/B B B 

Source: Response to Staff 2.5. 
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ARIZONA PUBLIC SERVICE COMPANY 
CAPITAL STRUCTURE RATIOS 

2006 - 2010 
($ 000) 

COMMON LONG-TERM SHORT-TERM 
YEAR EQUITY DEBT DEBT 

2006 $3,207,473 
52.7% 
52.7% 

$2,877,502 
47.3% 
47.3% 

$968 
0.0% 

2007 

2008 

2009 

2010 

$3,351,441 
52.0% 
53.8% 

$3,339,150 
49.7% 
53.9% 

$3,445,355 
50.5% 
52.0% 

$3,824,953 
53.1% 
56.5% 

$2,876,881 
44.6% 
46.2% 

$21 8,978 
3.4% 

$2,850,242 
42.5% 
46.1% 

$522,558 
7.8% 

$3,180,406 
46.6% 
48.0% 

$197,176 
2.9% 

$2,948,99 1 
40.9% 
43.5% 

$427,682 
5.9% 

Note: Percentages may not total 100.0% due to rounding. 

Source: Response to Staff 2.4. 
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PINNACLE WEST CAPITAL CORP. 
CAPITAL STRUCTURE RATIOS 

2006 - 2010 
($000) 

COMMON LONG-TERM SHORT-TERM 
YEAR EQUITY DEBT DEBT 

2006 $3,446,116 
49.7% 
50.1 % 

2007 $3,531,611 
48.0% 
51.7% 

2008 $3,445,979 
46.0% 
52.0% 

2009 $3,316,109 
45.6% 
48.7% 

2010 $3,683,327 
49.9% 
54.7% 

$3,426,914 
49.4% 
49.9% 

$3,300,663 
44.9% 
48.3% 

$3,183,386 
42.4% 
48.0% 

$3,496,254 
48.1% 
51.3% 

$3,045,794 
41.3% 
45.3% 

$57,505 
0.8% 

$525,177 
7.1% 

$869,870 
11.6% 

$457,191 
6.3% 

$648,479 
8.8% 

Note: Percentages may not total 100.0% due to rounding. 

Source: Response to Staff 2.4. 
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AUS UTILITY REPORTS 
ELECTRIC UTILITY GROUPS 

CAPITAL STRUCTURE RATIOS 
INCLUDING SHORT-TERM DEBT 

Combination 
Year Electric Gas & Electric 

2006 

2007 

2008 

2009 

201 0 

45% 

47% 

45% 

46 Yo 

46% 

44% 

46% 

43% 

45% 

46% 

Source: AUS Utility Reports. 
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COMPARISON COMPANIES 
BASIS FOR SELECTION 

Company 

Percent Common Value Line S&P Moody's/ 
Market Cap Revenues Equity Safety Stock S&P Bond 

($000) Electric Ratio Rank Ranking Rating 
(1 1 (2) (3) (4) (5) (6) 

Pinnacle West Capital $4,700,000 97% 
Arizona Public Service Co. 

Proxy Group 

Ameren 
Avista Corp. 
Cleco Corp. 
Great Plains Energy 
Hawaiian Electric Industries 
OGE Energy 
TECO Energy 
UIL Holdings 
Westar Energy 

$6,900,000 
$1,400,000 
$2,100,000 
$2,800,000 
$2,400,000 
$4,800,000 
$4,100,000 
$1,700,000 
$3,000,000 

85% 
63% 
98% 
100% 
89% 
57% 
84% 
86% 
100% 

55% 2 
56% 

51 % 3 
48% 2 
49% 2 
49% 3 
54% 3 
49% 2 
41 % 3 
42% 2 
46% 2 

B Baa2/BBB- 
Baa2/BBB 

B 
A- 
B 
B 
B 
A- 
B 
B 
B 

Baa2/BBB- 
Baal/BBB+ 
Baa2/BBB 
Baa2lBBB 
Baa2/B B B- 
Baal/BBB+ 
Baal/BBB 
Baa2/nr 

Baal /BBB+ 

Criteria For Selection: 
Market Cap of $1 billion to $10 billion. 
Percent electric revenues of 50% or greater 
Common equity ratio of 40% or greater 
Value Line Safety Rank of 1, 2, or 3 
S&P Stock Ranking of A or B 
Moody's and S&P Bond Rating of Baa and BBB. 
Currently pays common stock dividends. 

Sources: 
( I )  Value Line - May 27, 201 1, June 24, 201 1 and May 6, 201 1 editions. 
(2) AUS Utility Reports, April, 201 I edition, year-end 201 0 data. 
(3) Value Line - May 27, 201 1, June 24, 201 1 and May 6, 201 1 editions, excludes short-term debt. 
(4) Value Line - May 27, 201 I, June 24, 201 1 and May 6, 201 1 editions. 
(5) Value Line - May 27, 201 1, June 24, 201 1 and May 6 ,  201 1 editions. 
(6) AUS Utility Reports, August, 201 1 edition. 

c 
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COMPANY 

COMPARISON COMPANIE 
DIVIDEND YIELD 

Quarterly August - October, 201 1 
DPS DPS HIGH LOW AVERAGE YIELD 

Proxy Group 

Ameren 
Avista Corp. 
Cleco Corp. 
Great Plains Energy 
Hawaiian Electric Industries 
OGE Energy 
Pinnacle West Capital 
TECO Energy 
UIL Holdings 
Westar Energy 

$0.385 
$0.275 
$0.280 
$0.208 
$0.310 
$0.375 
$0.525 
$0.21 5 
$0.432 
$0.320 

$1 540 
$1.100 
$1.120 
$0.832 
$1.240 
$1 500 
$2.1 00 
$0.860 
$1.728 
$1.280 

$32.53 
$26.35 
$37.74 
$21.33 
$25.91 
$53.62 
$47.36 
$18.97 
$34.90 
$27.73 

$25.55 
$21.13 
$30.06 
$1 6.34 
$20.59 
$40.56 
$37.28 
$15.82 
$29.00 
$22.63 

$29.04 
$23.74 
$33.90 
$1 8.84 
$23.25 
$47.09 
$42.32 
$1 7.40 
$31.95 
$25.1 8 

5.3% 
4.6% 
3.3% 
4.4% 
5.3% 
3.2% 
5.0% 
4.9% 
5.4% 
5.1 % 

Average 4.7% 

Avera Proxy Group 

Ameren 
American Electric Power 
Centerpoint Energy 
Cleco 
CMS Energy 
Constellation Energy 
DTE Energy 
Edison International 
Great Plains Energy 
Hawaiian Electric Industries 
IDACORP 
lntegrys Energy Group 
ITC Holdings 
Pepco Holdings 
PG&E Corp 
Pinnacle West Capital 
Portland General 
PPL Corp 
TECO Energy 
Westar Energy 
Wisconsin Energy 

$0.385 
$0.460 
$0.198 
$0.280 
$0.21 0 
$0.240 
$0.588 
$0.320 
$0.208 
$0.310 
$0.300 
$0.680 
$0.353 
$0.270 
$0.455 
$0.525 
$0.265 
$0.350 
$0.21 5 
$0.320 
$0.260 

$1.540 
$1.840 
$0.792 
$1.120 
$0.840 
$0.960 
$2.352 
$1.280 
$0.832 
$1.240 
$1 .zoo 
$2.720 
$1.412 
$1.080 
$1 220 
$2.1 00 
$1.060 
$1.400 
$0.860 
$1.280 
$1.040 

$32.53 
$40.00 
$21.39 
$37.74 
$21 5 8  
$40.20 
$52.82 
$41 5 7  
$21.33 
$25.91 
$41.97 
$54.00 
$78.89 
$20.33 
$43.82 
$47.36 
$25.1 8 
$29.78 
$1 8.97 
$27.73 
$33.63 

$25.55 
$33.09 
$17.1 1 
$30.06 
$16.96 
$33.84 
$43.22 
$32.64 
$16.34 
$20.59 
$33.88 
$42.76 
$64.88 
$1 6.57 
$37.57 
$37.28 
$21.29 
$25.00 
$1 5.82 
$22.63 
$27.00 

$29.04 
$36.55 
$1 9.25 
$33.90 
$1 9.27 
$37.02 
$48.02 
$37.1 1 
$1 8.84 
$23.25 
$37.93 
$48.38 
$71.89 
$1 8.45 
$40.70 
$42.32 
$23.24 
$27.39 
$17.40 
$25.1 8 
$30.32 

5.3% 
5.0% 
4.1 % 
3.3% 
4.4% 
2.6% 
4.9% 
3.4% 
4.4% 
5.3% 
3.2% 
5.6% 
2.0% 
5.9% 
4.5% 
5.0% 
4.6% 
5.1 % 
4.9% 
5.1 % 
3.4% 

Average 4.4% 

I Source: Yahoo! Finance. 
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COMPARISON COMPANIES 
RETENTION GROWTH RATES 

COMPANY 2006 2007 2008 2009 2010 Average 2011 2012 2014-'I6 Average 

Proxy Group 

Ameren 
Avista Corp. 
Cleco Corp. 
Great Plains Energy 
Hawaiian Electric Industries 
OGE Energy 
Pinnacle West Capital 
TECO Energy 
UIL Holdings 
Westar Energy 

0.2% 
4.9% 
3.0% 
0.0% 
0.7% 
6.6% 
3.4% 
5.0% 
0.0% 
5.5% 

1.3% 
0.8% 
2.6% 
0.9% 
0.8% 
7.1% 
2.5% 
5.1% 
3.1% 
4.3% 

1 .O% 3.5% 3.8% 2.0% 2.5% 
3.7% 4.1% 3.3% 3.4% 3.5% 
4.5% 4.7% 6.1% 4.2% 5.5% 
0.0% 0.9% 3.4% 1 .O% 2.0% 
0.5% 0.0% 1.4% 0.7% 0.5% 
5.4% 6.0% 6.7% 6.4% 8.0% 
0.3% 0.7% 3.1% 2.0% 2.0% 
0.0% 2.1 % 3.1% 3.1% 4.5% 
1 .O% 1.2% 1.7% 1.4% 1 .O% 
1.2% 0.8% 2.8% 2.9% 2.0% 

2.5% 
3.0% 
5.0% 
2.5% 
1.5% 
6.5% 
3.5% 
5.5% 
1 .O% 
2.5% 

2.5% 
2.5% 
4.0% 
3.0% 
3.5% 
6.5% 
3.0% 
5.5% 
2.5% 
4.0% 

2.5% 
3.0% 
4.8% 
2.5% 
1.8% 
7.0% 
2.8% 
5.2% 
1.5% 
2.8% 

~ 

Average 2.7% 3.4% 

Avera Proxy Group 

Ameren 
American Electric Power 
Centerpoint Energy 
Cleco 
CMS Energy 
Constellation Energy 
DTE Energy 
Edison International 
Great Plains Energy 
Hawaiian Electric Industries 
IDACORP 
lntegrys Energy Group 
ITC Holdings 
Pepco Holdings 
PG&E Corp 
Pinnacle West Capital 
Portland General 
PPL Corp 
TECO Energy 
Westar Energy 
Wisconsin Energy 

0.2% 
5.7% 
15.7% 
3.0% 
6.4% 
9.1% 
1.2% 
10.1% 
0.0% 
0.7% 
4.3% 
3.4% 
0.0% 
1.5% 
6.8% 
3.4% 
3.5% 
9.3% 
5.0% 
5.5% 
7.1 % 

1.3% 
5.1 % 
10.0% 
2.6% 
5.1% 
8.9% 
1.5% 
9.2% 
0.9% 
0.8% 
2.4% 
0.0% 
4.5% 
2.3% 
6.0% 
2.5% 
6.6% 
10.0% 
5.1% 
4.3% 
7.1% 

1 .O% 
5.1% 
9.9% 
4.5% 
8.4% 
0.0% 
1.7% 
8.6% 
0.0% 
0.5% 
3.4% 
0.0% 
5.4% 
4.2% 
6.8% 
0.3% 
2.0% 
8.5% 
0.0% 
1.2% 
7.0% 

3.5% 
4.6% 
3.6% 
4.7% 
4.1 % 
1.5% 
2.9% 
6.7% 
0.9% 
0.0% 
4.8% 
0.0% 
6.8% 
0.0% 
5.5% 
0.7% 
1.5% 
0.0% 
2.1% 

6.2% 
0.8% 

3.8% 
3.1% 
3.8% 
6.1 % 
6.9% 
1.8% 
4.0% 
6.5% 
3.4% 
1.4% 
5.5% 
2.3% 
7.1 % 
0.8% 
3.9% 
3.1% 
3.0% 
5.2% 
3.1% 
2.8% 
7.0% 

2.0% 
4.7% 
8.6% 
4.2% 
6.2% 
4.3% 

8.2% 
1 .O% 
0.7% 
4.1 % 
1.1% 
4.8% 
1.8% 

2.0% 
3.3% 
6.6% 
3.1% 
2.9% 
6.9% 

2.3% 

5.8% 

2.5% 
4.5% 
4.0% 
5.5% 
5.5% 
3.5% 
3.0% 
4.5% 
2.0% 
0.5% 
6.0% 
1.5% 
8.0% 
1 .O% 
3.0% 
2.0% 
4.5% 
5.5% 
4.5% 
2.0% 
6.5% 

2.5% 
4.5% 
4.0% 
5.0% 
5.5% 
3.5% 
3.0% 
4.5% 
2.5% 
1.5% 
5.5% 
2.0% 
9.5% 
1 .O% 
5.5% 
3.5% 
4.5% 
5.5% 
5.5% 
2.5% 
6.5% 

2.5% 
5.0% 
4.0% 
4.0% 
5.0% 
5.5% 
3.5% 
4.5% 
3.0% 
3.5% 
4.5% 
3.0% 
11 .O% 
2.5% 
5.5% 
3.0% 
4.0% 
5.0% 
5.5% 
4.0% 
6.0% 

2.5% 
4.7% 
4.0% 
4.8% 
5.3% 
4.2% 
3.2% 
4.5% 
2.5% 
1.8% 
5.3% 
2.2% 
9.5% 
1.5% 
4.7% 
2.8% 
4.3% 
5.3% 
5.2% 
2.8% 
6.3% 

Average 4.0% 4.2% 

Source: Value Line Investment Survey. 
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COMPARISON COMPANIES 
PER SHARE GROWTH RATES 

5-Year Historic Growth Rates Est'd '08-'IO to '14-'I6 Growth Rates 
COMPANY EPS DPS BVPS Average EPS DPS BVPS Average 

Proxy Group 

Ameren 
Avista Corp. 
Cleco Corp. 
Great Plains Energy 
Hawaiian Electric Industries 
OGE Energy 
Pinnacle West Capital 
TECO Energy 
UIL Holdings 
Westar Energy 

-1.5% 
11.5% 
7.5% 

-1 1.5% 
-6.0% 
9.0% 
0.5% 
12.0% 
7.5% 
1 .O% 

-6.0% 2.5% -1.7% 
10.0% 4.0% 8.5% 
0.5% 11 .O% 6.3% 
-8.0% 7.0% -4.2% 
0.0% 1 .O% -1.7% 
1.5% 8.5% 6.3% 
3.0% 0.5% 1.3% 
-0.5% 5.0% 5.5% 
0.0% -2.0% 1.8% 
7.0% 6.0% 4.7% 

-2.0% -3.0% 1.5% -1.2% 
4.5% 9.0% 3.0% 5.5% 
6.0% 9.5% 6.5% 7.3% 
6.0% 0.0% 2.0% 2.7% 
11.0% 1 .O% 2.5% 4.8% 
6.5% 4.0% 7.5% 6.0% 
6.0% 1.5% 2.5% 3.3% 
10.5% 4.5% 5.0% 6.7% 
3.0% 0.0% 5.5% 2.8% 
8.5% 3.0% 2.0% 4.5% 

Average 2.7% 4.3% 

Avera Proxy Group 

Ameren 
American Electric Power 
Centerpoint Energy 
Cleco 
CMS Energy 
Constellation Energy 
DTE Energy 
Edison International 
Great Plains Energy 
Hawaiian Electric Industries 
IDACORP . 
lntegrys Energy Group 
ITC Holdings 
Pepco Holdings 
PG&E Corp 
Pinnacle West Capital 
Portland General 
PPL Corp 
TECO Energy 
Westar Energy 
Wisconsin Energy 

-1.5% 
2.0% 
5.0% 
7.5% 
17.5% 
-1 6.0% 
2.5% 
10.0% 
-1 1.5% 
-6.0% 
11 .O% 
-8.0% 

-0.5% 
7.0% 
0.5% 
7.5% 
1 .O% 

12.0% 
1 .O% 
8.5% 

-6.0% 
2.0% 
13.5% 
0.5% 

1.5% 
1 .O% 
15.5% 
-8.0% 
0.0% 
-2.5% 
4.0% 

1.5% 

3.0% 

10.0% 
-0.5% 
7.0% 
10.0% 

2.5% 
5.0% 
8.5% 
11 .O% 

4.5% 
3.5% 
10.5% 

1 .O% 
4.5% 
5.5% 

1 .O% 
10.5% 
0.5% 
2.0% 
7.0% 
5.0% 
6.0% 
7.5% 

1.5% 

7.0% 

-1.7% 
3.0% 
9.0% 
6.3% 
9.5% 
-3.3% 
2.3% 
12.0% 
-4.2% 
-1.7% 
4.3% 
0.5% 

0.7% 
8.8% 
1.3% 
4.8% 
6.0% 
5.5% 
4.7% 
8.7% 

-2.0% 
4.5% 
3.0% 
6.0% 
7.0% 
18.0% 
4.5% 
-1 .O% 
6.0% 
11 .O% 
4.0% 
9.0% 
14.0% 
2.5% 
6.0% 
6.0% 
7.5% 
7.0% 
10.5% 
8.5% 
8.5% 

-3.0% 
4.0% 
3.0% 
9.5% 
14.0% 
-4.0% 
4.0% 
2.0% 
0.0% 
1 .O% 
4.0% 
0.0% 
5.5% 
1 .O% 
4.5% 
1.5% 
3.0% 
3.5% 
4.5% 
3.0% 
16.0% 

1.5% 
4.5% 
10.0% 
6.5% 
5.0% 
6.5% 
3.5% 

2.0% 
2.5% 
5.0% 
1.5% 
10.5% 
2.0% 
5.5% 
2.5% 
3.5% 
9.0% 
5.0% 
2.0% 
4.5% 

4.5% 

-1.2% 
4.3% 
5.3% 
7.3% 
8.7% 
6.8% 
4.0% 
1.8% 
2.7% 
4.8% 
4.3% 
3.5% 
10.0% 
1.8% 
5.3% 
3.3% 
4.7% 
6.5% 
6.7% 
4.5% 
9.7% 

Average 3.8% 5.0% 

Source: Value Line Investment Survey. ~ 
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COMPARISON COMPANIES 
DCF COST RATES 

HISTORIC PROSPECTIVE HISTORIC PROSPECTIVE FIRST CALL 
ADJUSTED RETENTION RETENTION PER SHARE PER SHARE EPS AVERAGE DCF 

YIELD GROWTH GROVVTH GROWTH GROWTH GROWTH GROWTH RATES 
COMPANY 

Proxy Group 

Arneren 
Avista Corp. 
Cleco Corp. 
Great Plains Energy 
Hawaiian Electric Industries 
OGE Energy 
Pinnacle West Capital 
TECO Energy 
UIL Holdings 
Westar Energy 

5.4% 
4.7% 
3.4% 
4.5% 
5.4% 
3.3% 
5.0% 
5.1% 
5.5% 
5.2% 

2.0% 
3.4% 
4.2% 
1 .O% 
0.7% 
6.4% 
2.0% 
3.1% 
1.4% 
2.9% 

2.5% 
3.0% 
4.8% 
2.5% 
1.8% 
7.0% 
2.8% 
5.2% 
1.5% 
2.8% 

8.5% 5.5% 
6.3% 7.3% 

2.7% 
4.8% 

6.3% 6.0% 
1.3% 3.3% 
5.5% 6.7% 
1.8% 2.8% 
4.7% 4.5% 

1.0% 1.8% 
4.7% 5.0% 
3.0% 5.1% 
5.8% 3.0% 
8.6% 4.0% 
7.4% 6.6% 
6.3% 3.2% 
5.7% 5.2% 
4.1% 2.3% 
5.2% 4.0% 

7.2% 
9.8% 
8.5% 
7.5% 
9.4% 
9.9% 
8.2% 
10.3% 
7.8% 
9.2% 

Mean 4.7% 2.7% 3.4% 4.9% 4.9% 5.2% 4.0% 8.8% 

Median 5.1% 2.5% 2.8% 5.5% 4.8% 5.4% 4.0% 8.9% 

~~ 

Composite - Mean 7.4% 8.1% 9.7% 9.6% 9.9% 8.8% 

~~ 

Composite - Median 7.5% 7.9% 10.6% 9.9% 10.5% 9.1% 

Avera Proxy Group 

Ameren 

Centerpoint Energy 
cteco 
CMS Energy 
Constellation Energy 
DTE Energy 
Edison International 
Great Plains Energy 
Hawaiian Electric Industries 
IDACORP 
lntegrys Energy Group 
ITC Holdings 
Pepco Holdings 
PG&E Corp 
Pinnacle West Capital 
Portland General 
PPL Corp 
TECO Energy 
Westar Energy 
Wisconsin Energy 

' American Electric Power 
5.4% 
5.1% 
4.3% 
3.4% 
4.5% 
2.7% 
5.0% 
3.6% 
4.5% 
5.4% 
3.2% 
5.7% 
2.1% 
5.9% 
4.6% 
5.0% 
4.7% 
5.2% 
5.1 % 
5.2% 
3.6% 

2.0% 
4.7% 
8.6% 
4.2% 
6.2% 
4.3% 
2.3% 
8.2% 
1 .O% 
0.7% 
4.1% 
1.1% 
4.8% 
1.8% 
5.8% 
2.0% 
3.3% 
6.6% 
3.1% 
2.9% 
6.9% 

2.5% 
4.7% 
4.0% 
4.8% 
5.3% 
4.2% 
3.2% 
4.5% 
2.5% 
1.8% 
5.3% 
2.2% 
9.5% 
1.5% 
4.7% 
2.8% 
4.3% 
5.3% 
5.2% 
2.8% 
6.3% 

3.0% 
9.0% 
6.3% 
9.5% 

2.3% 
12.0% 

4.3% 
0.5% 

0.7% 
8.8% 
1.3% 
4.8% 
6.0% 
5.5% 
4.7% 
8.7% 

4.3% 
5.3% 
7.3% 
8.7% 
6.8% 
4.0% 
1.8% 
2.7% 
4.8% 
4.3% 
3.5% 
10.0% 
1.8% 
5.3% 
3.3% 
4.7% 
6.5% 
6.7% 
4.5% 
9.7% 

1.0% 
4.3% 
6.4% 
3.0% 
6.0% 
4.5% 
3.4% 
2.9% 
5.8% 
8.6% 
4.7% 
9.4% 
18.0% 
7.5% 
3.8% 
6.3% 
5.3% 
0.0% 
5.7% 
5.2% 
7.3% 

1.8% 
4.2% 
6.7% 
5.1% 
7.1% 
4.9% 
3.0% 
5.9% 
3.0% 
4.0% 
4.6% 
3.3% 
10.6% 
2.7% 
5.7% 
3.2% 
4.5% 
4.9% 
5.2% 
4.0% 
7.8% 

7.2% 
9.3% 
10.9% 
8.5% 
11.7% 
7.6% 
8.0% 
9.4% 
7.5% 
9.4% 
7.8% 
9.1% 
12.6% 
8.6% 
10.3% 
8.2% 
9.1% 
10.1% 
10.3% 
9.2% 
11.3% 

Mean 4.5% 4.0% 4.2% 5.5% 5.3% 5.7% 4.9% 9.3% 

Median 4.7% 4.1% 4.3% 5.1% 4.6% 5.3% 4.6% 9.2% 

~ 

Composite - Mean 8.5% 8.6% 9.9% 9.8% 10.2% 9.3% 

Composrte - Median 8.7% 9 0% 9 8% 9 4% 10.0% 9 2% 

- _ -  
Note Negative growth rates excluded from analyses 

Sources Prior pages of this schedule 
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STANDARD & POOR'S 500 COMPOSITE 
20-YEAR U.S. TREASURY BOND YIELDS 

RISK PREMIUMS 

20-YEAR 
T-BOND RISK 

Year EPS BVPS ROE YIELD PREMIUM 

1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
I999 
2000 
200 1 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
201 0 

Average 

$1 2.33 
$14.86 
$14.82 
$1 5.36 
$1 2.64 
$1 4.03 
$1 6.64 
$14.61 
$14.48 
$17.50 
$23.75 
$22.87 
$21.73 
$16.29 
$1 9.09 
$21.89 
$30.60 
$33.96 
$38.73 
$39.72 
$37.71 
$48.17 
$50.00 
$24.69 
$27.59 
$48.73 
$58.55 
$69.93 
$81.51 
$66.1 7 
$14.88 
$50.97 
$77.35 

$79.07 
$85.35 
$94.27 
$1 02.48 
$1 09.43 
$1 12.46 
$1 16.93 
$122.47 
$1 25.20 
$126.82 
$134.04 
$141.32 
$147.26 
$1 53.01 
$158.85 
$149.74 
$1 80.88 
$1 93.06 
$215.51 
$237.08 
$249.52 
$266.40 
$290.68 
$325.80 
$338.37 
$321.72 
$367. I 7 
$414.75 
$453.06 
$504.39 
$529.59 
$451.37 
$51 3.58 
$579.14 

15.00% 
16.55% 
15.06% 
14.50% 
11.39% 
12.23% 
13.90% 
11.80% 
1 1.49% 
13.42% 
17.25% 
15.85% 
14.47% 
10.45% 
12.37% 
13.24% 
16.37% 
16.62% 
17.11% 
16.33% 
14.62% 
17.29% 
16.22% 
7.43% 
8.36% 
14.15% 
14.98% 
16.12% 
17.03% 
12.80% 
3.03% 
10.56% 
14.16% 

7.90% 
8.86% 
9.97% 
11 35% 
13.50% 
10.38% 
1 1.74% 
11.25% 
8.98% 
7.92% 
8.97% 
8.81 % 
8.1 9% 
8.22% 
7.29% 
7.17% 
6.59% 
7.60% 
6.18% 
6.64% 
5.83% 
5.57% 
6.50% 
5.53% 
5.59% 
4.80% 
5.02% 
4.69% 
4.68% 
4.86% 
4.45% 
3.47% 
4.25% 

7.10% 
7.69% 
5.09% 
2.95% 
-2.11% 
1.85% 
2.16% 
0.55% 
2.51% 
5.50% 
8.28% 
7.04% 
6.28% 
2.23% 
5.08% 
6.07% 
9.78% 
9.02% 
10.93% 
9.69% 
8.79% 
11.72% 
9.72% 
1.90% 
2.77% 
9.35% 
9.96% 
11.43% 
12.35% 
7.94% 
-1.42% 
7.09% 
9.91% 

6.34% 

Source: Standard & Poor's Analysts' Handbook, lbbotson Associates Handbook. 
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COMPARISON COMPANIES 
CAPM COST RATES 

RISK-FREE RISK CAPM 
COMPANY RATE 11 BETA PREMIUM RATES 

Proxy Group 

Ameren 
Avista Corp. 
Cleco Corp. 
Great Plains Energy 
Hawaiian Electric Industries 
OGE Energy 
Pinnacle West Capital 
TECO Energy 
UIL Holdings 
Westar Energy 

2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 

0.80 
0.70 
0.65 
0.75 
0.70 
0.75 
0.70 
0.85 
0.70 
0.75 

5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 

7.4% 
6.9% 
6.6% 
7.2% 
6.9% 
7.2% 
6.9% 
7.7% 
6.9% 
7.2% 

Mean 7.1% 

Median 7.0% 

Avera Proxy Group 

Ameren 
American Eiectnc Power 
CenterPoint Energy 
Clew 
CMS Energy 
Constellation Energy 
DTE Energy 
Edison International 
Great Plains Energy 
Hawaiian Electnc Industries 
I DACO R P 
integtys Energy Group 
ITC Holdings 
Pepco Holdings 
PG&E Corp 
Pinnacle West Capital 
Portland General 
PPL Corp 
TECO Energy 
Westar Energy 
Wisconsin Energy 

2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 
2.98% 

0.80 
0.70 
0.80 
0.65 
0.75 
0.80 
0.75 
0.80 
0.75 
0.70 
0.70 
0.90 
0.80 
0.80 
0.55 
0.70 
0.75 
0.65 
0.85 
0.75 
0.65 

5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 
5.58% 

7.4% 
6.9% 
7.4% 
6.6% 
7.2% 
7.4% 
7.2% 
7.4% 
7.2% 
6.9% 
6.9% 
8.0% 
7.4% 
7.4% 
6.0% 
6.9% 
7.2% 
6.6% 
7.7% 
7.2% 
6.6% 

Mean 7.1% 

Median 7.2% 

Sources: Value Line Investment Survey, Standard & Poor's Analysts' Handbook, Federal Reserve 

11 Average yield on 20-Year U.S. Treasuty Bonds: 
Aug.. 2011 3.24% 
Sept., 201 1 2.83% 
Oct.. 201 1 2.87% 

Average . 2.98% 
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Schedule I1  

STANDARD & POOR'S 500 COMPOSITE 
RETURNS AND MARKET-TO-BOOK RATIOS 

1992 - 2010 

RETURN ON 
YEAR AVERAGE EQUITY 

MARKET-TO 
BOOK RATIO 

1992 

1993 

1994 

1995 

1996 

1997 

1998 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

2008 

2009 

201 0 

12.2% 

13.2% 

16.4% 

16.6% 

17.1% 

16.3% 

14.6% 

17.3% 

16.2% 

7.5% 

8.4% 

14.2% 

15.0% 

16.1% 

17.0% 

12.8% 

3.0% 

10.6% 

14.2% 

271 % 

272% 

246% 

264% 

299% 

354% 

421% 

481 % 

453% 

353% 

296% 

278% 

291 % 

278% 

277% 

284% 

224% 

188% 

208% 

Averages: 

1992-2001 

2002-201 0 

14.7% 

12.4% 

341 % 

258% 
. .  

Source: Standard & Poor's Analyst's Handbook, 201 1 edition, p a g e  1. 

I 

~ 

I 
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RISK INDICATORS 

COMPANY 

VALUE LINE 
VALUE LINE VALUE LINE FINANCIAL 

SAFETY BETA STRENGTH 

S& P 
STOCK 

RANKING 

Proxy Group 

Ameren 
Avista Corp. 
Cleco Corp. 
Great Plains Energy 
Hawaiian Electric industries 
OGE Energy 
Pinnacle West Capital 
TECO Energy 
UIL Holdings 
Westar Energy 

3 
2 
2 
3 
3 
2 
2 
3 
2 
2 

0.80 
0.70 
0.65 
0.75 
0.70 
0.75 
0.70 
0.85 
0.70 
0.75 

B++ 
B++ 
B++ 
B+ 
B+ 
A 

B++ 
B+ 
B++ 
B++ 

3.67 
3.67 
3.67 
3.33 
3.33 
4.00 
3.67 
3.33 
3.67 
3.67 

B 
A- 
B 
B 
B 
A- 
B 
B 
B 
B 

3.00 
3.67 
3.00 
3.00 
3.00 
3.67 
3.00 
3.00 
3.00 
3.00 

~ 

Average 

~ _ _ _ _  

2.4 0.74 B+/B++ 3.60 BIB+ 3.1 3 

Avera Proxy Group 

Ameren 
American Electric Power 
Centerpoint Energy 
Cleco 
CMS Energy 
Constellation Energy 
DTE Energy 
Edison International 
Great Plains Energy 
Hawaiian Electric Industries 
IDACORP 
lntegrys Energy Group 
ITC Holdings 
Pepco Holdings 
PG&E Corp 
Pinnacle West Capital 
Portland General 
PPL Corp 
TECO Energy 
Westar Energy 
Wisconsin Energy 

3 
3 
3 
2 
3 
3 
3 
3 
3 
3 
3 
2 
2 
3 
2 
2 
3 
3 
3 
2 
2 

0.80 
0.70 
0.80 
0.65 
0.75 
0.80 
0.75 
0.80 
0.75 
0.70 
0.70 
0.90 
0.80 
0.80 
0.55 
0.70 
0.75 
0.65 

B++ 
B++ 

B 
B++ 
B+ 
B+ 
B+ 

B++ 
B+ 
B+ 
B+ 
B++ 
B++ 

B 
B++ 
B++ 
B+ 

B++ 

3.67 
3.67 
3.00 
3.67 
3.33 
3.33 
3.33 
3.67 
3.33 
3.33 
3.33 
3.67 
3.67 
3.00 
3.67 
3.67 
3.33 
3.67 

B 
B 
B 
B 
B 
B 

B+ 
B 
B 
B 
B 
B 

NR 
B 
B 
B 

NR 
A- 

3.00 
3.00 
3.00 
3.00 
3.00 
3.00 
3.33 
3.00 
3.00 
3.00 
3.00 
3.00 

3.00 
3.00 
3.00 

3.67 
0.85 B+ 3.33 B 3.00 
0.75 B++ 3.67 B 3.00 
0.65 B++ 3.67 A 4.00 

~~ ~ ~~~ 

Average 2.7 0.74 B+/B++ 3.48 B+ 3.1 1 

- - _ _ _ -  - ..- -- -- ~- - _ ~ _  
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SUMMARY OF RISK INDICATORS 

VALUE LINE VALUE LINE VALUE LINE S & P  
GROUP SAFETY BETA FIN STR STK RANK 

S & P's 500 
Composite 

Proxy Group 

2.7 1.05 B++ B+ 

2.4 0.74 B+/B++ BIB+ 

Avera Proxy Group 2.7 0.74 B+/B++ B+ 

Pinnacle West Capital 2.0 0.70 B++ B 

Sources: Value Line Investment Survey, Standard & Poor's Stock Guide. 

Definitions: 

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk. 

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with 
a beta of 1 .O moves in concert with the market, a stock with a beta below 1 .O is less variable 
than the market, and a stock with a beta above 1 .O is more variable than the market. 

Financial strengths range from C to A++, with the latter representing the highest level. 

Common stock rankings range from D to A+, with the later representing the highest level. 
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ARIZONA PUBLIC SERVICE COMPANY 
RATING AGENCY RATIOS 

COST WEIGHTED PRE-TAX 
ITEM PERCENT RATE COST COST 

Long-Term Debt 46.06% 6.38% 2.94% 2.94% 

Common Equity 53.94% 9.90% 5.34% 8.22% (1) 

TOTAL CAPITAL 100.00% 8.28% 11.15% 

(1) Post-tax weighted cost divided by .65 (composite tax factor) 

Pre-tax coverage = 11 .I 5%/(2.94%) 
3.80 X 

Standard & Poor's Utility Benchmark Ratios: 

BBB 

Pre-tax coverage (X) 
Business Position: 

5 2.4 - 3.5 x 

Total Debt to Total Capital (%) 
Business Position 

5 50 - 60 % 

Note: Standard & Poor's no longer employs the pre-tax coverage 
ratios as one of its qualitative ratings criteria. The above-cited 

S&P benchmark ratios reflect the 1999 criteria reported by S&P. 
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Arizona Public Se.rvice Co. 

Major- Rating Factors 

' 0  

b 

Strengths: 
A favornble power stipply iltljtister (I'SXI that while capped 31 4 mils per 
kilowiirt-hour (kWl i )  is beiichcd to projected power prices, which should 
mi 11 irnizc fit el and  pltrchia SCCI powrt de terra I lra 13 iiccs guing io r w rd; 
Declining legacy deferriil Ixilariccs, rcflecring [tie recovery through 
surc1i;irgrs 0-F pasr Fuel and pircliat;cd power c m s  from rerail rar:cpayers; 
.An attractive service rerr i t tq ,  whi<li wliilc ci1rrerlrl.y wcakcncd by a real 
estare cycle chat is depressing new ciIstonicr connections, ncverrheless is 
expected t o  ex,pcrience almve-:jverngc growth over rhr long run: 
4 lxtlance pciwr sirpply portfolio rhar is ;i mixstire d cod, niiL*ltw, a n d  gas 
generation arid ixirchases; d i t c  rn a scii-btiittl Ini)raroriuiii i n  pllacc i i i i r i i  

.?.U I 5 ,  Arizoiia I'iiblic .Senkc [APS! i s  cspecrcd ro iricrrasingly rely or1 
gas-fircd purchases, which r~nderiiries tlic irr:pcirrancc 0 1  a scrcing 1%; 

Sra bilized opcrar ions at Pa lo V'crdc, 3 1  I h o ugh t he nucl ra r ii n its rr ilia i t i  ur der 
hcightcnctl Nuclear kcglllnrtlry (:oniniission (%KC':) scrutiny: A f'S Ol>eKiiCS 

the plant niid owns ;I 19.1 *4, share of the planr; a n d  
A niaiiageahlc rnaruriry sclit.dult for borh rhc parenr 311d rhr utility unr i l  
21) 1 I when about $578 niillinn i s  d u e  on ii conscilidarctl hasis. 

Weaknesses: 
'The consolidated firisi~cktt profilc o f  the cornpai~y is unlikely to inraningful!y imprcwe for the forrsccabie toture 
due .to A M '  hcauy capitaal investment, cotipied with 3 lagged regulatory process in  Arizona; 
Cont.ii~ucd rerision in [he relationship berwwn APS and d i e  Arizona Corporatioii Commission [ACC), whicli is 
pacticuhrly uiifiivctralrle for crcdii q i i a l i t y  due tu the  curripany's ongoing need for rare rc l id ;  

AI'S' re-filing of its 2008 gentval r aw case b a ~ d  011 3 rtvijcd tcst year is expected t u  delny rntc relief past rhr 
siinmicr ( ~ f  2f?O!9, which will, all C J S C  c q d ,  wcskcir cnsh Flow rncasiires; 
Consolidnrcd free oper':iring c:ish Flows itre cxpectcd r o  h e  n r p t i v c  through ;it icnst 20 10, bnscd citi rlic sotripn~ly's 
capital spending progtani; a n d  
SunCor's near-rcriii prospccts to make disrributions t o  its parent i tre liniitetl, tluc a dcprcsscd reill csiiuc cycle, 

wliich has 11 i r rhe sour hwcsr es prcia 1 I,; hii rti . 

I .- 
St;ltid;ird & Poor's I RatingsDirect on the Global Credit Poital 1 J i m  25. 2008 

-- __ _ _  - - _ _  
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Arizona PubLic Service Co. 

power supply ponfolio and a good PSA. However, APS' continues to face significant regulatory challenges. 

APS provided the company with about 92% of its consolidated net income in 2007. SunCor, PWCC's real estate 
development company, provided about 4%, but due to the significant seal estate slowdown in the southwest, it is 
unlikely it will be a meaningful contributor of cash flows or income over the next several years. (Prior to the real 
estate downturn, our forecasts have conservarively limited earnings from this subsidiary due to the cyclic nature of 
its cash flows.) Other subsidiary operations include Pinnacle West Trading and Marketing, which contributed about 
4Y0 of consolidated net income in 2007. This subsidiary has since last year been minimizing trading operations. Its 
largest contract was serving all-requirements load for UNS Electric Inc., which ended i n  May 2008, 

We view the financial profile of PWCC and APS to be 'aggressive', which reflects: year-end debt to total 
capitalization of 57% (adjusted for items such as power purchases and operating leases); heavy capital spending that 
is expected to drive negative free operating cash flow for the foreseeable future; cash flow weakness as a function of 
protracted rate cases; and, while modesr, the presence of unregulated activities, which can be unpredictable in their 
earnings contributions. 

Because the preponderance of cash flows for consolidated operations stems from APS, we expect financial 
performance will continue to be heavily dependent on regulatory outcomes. The conclusion of APS' last general rate 
case in June 2007 (filed in November 2005 and revised in early 2006) provided the company with mechanisms to 
recover legacy deferrals and speed the recovery of fuel costs going forward. This rate relief, in place for the last half 
of 2007, assisted the company in maintaining credit metrics roughly in line with past performance. Funds from 
operations (FFO) ro total debt was about 16% at  year-end, with FFO interest coverage around 4x. On a trailing 
12-month basis rhe company's performance has been slightly above these levels, due in part to the federal tax 
stimulus package approvcd by thc U.S. Congress earlier this year, which is expected ro increase deferred taxes 
(which are added back to FFO and thus increase this total). 

We expect APS to be in more or  less continuous rate case mode for  the next Few years. Given APS' capital spending 
program, forecasted to be about $1.1 billion annually through 2010, the util i ty will need to  file regular general rate 
cases to manage recovery of its investment. The use of a historical tesr year in Arizona, coupled with the fact that 
fully litigated rate cases take between 18 to 24  months to complete, is expected to result in no meaningful 
improvement in financial perforinance through 2009 and possibly beyond, depending on the timing and the 
outcome of the company's current case. 

APS filed its current rate case in March 2008. ACC staff requested that che company revise its filing to reflect a test 
year ending Dec. 31,2007 (as opposed to the originally filed version based on a Sept. 30, 2007, test year). The 
revised case has not been officially certified by the ACC, but certification is expected by July 2. Uiilike the 
company's last rate case, in which $315 million of the $322 million of rate relief granted was for fuel and 
power-related costs, the majority of the current case is for nonfuel expenditures. 

While the revised case increased the company's request to $278 million (about an 8.5% increase, excluding the 
company's request that custoiners be assessed about $53 million in impact fees), the re-filing means tha t  is unlikely 
the ACC will reach an  outcome in the case before October 2009, and because the majority of APS' sales occur in  the 
summer months, the company's financial performance could weaken in 2009. 

This month, the company requested that the ACC allow i r  to continue to collect a %0.004/kWh charge thar  it has 
been collecting in 2007 to recover legacy purchased power and fuel deferrals. Given that the portion of deferred 

3 www.standardandpoors.corn/ratingsdirect ~ ~ - _  - .  
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Arizona Public Service Co. 

costs associated with this surcharge is due to be paid by J d y  or August, APS has asked that the ACC continue the 
charge, but authorize collection as an interim base rate increase, subject to  refund as part of the resolution of its rate 
case, expected in fall 2009. (Last year, the ACC approved similar relief for Tucson Electric Power in its pending rate 
case settlement when it granted the southern Arizona utility the opportunity to continue to collect charges related to 
a competitive transition charge, or CTC, while its rate case is pending.) While retail customers would essentially see 
no rate increase because APS is asking to continue the surcharge as an interim increase, it is unclear what action the 
ACC will take. A vote could occur as early as late summer. 

In 2008, we expect a procedural schedule to be established for the APS rate case, and greater clarity around the 
timing of an outcome will be available once this is issued. Of note is that three of the five commissioners are facing 
term limits and will no longer be on the ACC beginning in 2009. Commissioners are popularly elected and about a 
dozen candidates have announced they will run for the November election. As a result, a majority of the 
commissioners presiding now will not be on the commission when an APS rate case ruling is rendered. What this 
means for credit quality is unclear. 

APS was successful earlier this year in receiving approval for a change in its line extension policies, which eliminates 
the free footage allowance that used tn be available for customers. As a result, the portion of the company's capital 
expenditures associated with new line extensions will be offset with contributions in aid of conptruction (CIAC). 
This is favorable and year to date ended March 31, 2008, had added about $10 million in incremental cash flows to 
the company. Because it is booked under investing activities, cash flow metrics are not improved, but we recognize 
the significant benefit of APS receiving upfront cash from customers to meet a portion of its distribution capital 
investment plans. Future cash flows from customers in the form of CIAC will depend on the number of new meter 
sets, which are significantly off year to date due to the poor real estate market in Arizona and a slowing economy 
generally. 

APS has a well-diversified power siipply portfolio that in 2007 consisted of about 22% nuclear generation, 37% 
coal generation, approximately 18% owned gas generation, and the balance, about 23%, of purchases. We would 
expect the company's purchased power obligations to steadily climb due to  the fact that APS is under a self build 
moratorium until 2015. APS will also need to meet relatively stringent renewable portfolio standards (RPS). It has in 
place a surcharge to pass through to customers the costs of RPS compliance. 

Palo Verde performance has srabilized, and it has a plan in place to address NRC concerns. As of the first quarter of 
2008, the con-ibined capacity factors for all three Palo Verde units was Y3%, as compared with 79% for 2007 
(which reflects in part an extended planned outage to replace steam generators a t  un i t  3) and 71 "/o in 2006, which 
largely reflects unplanned ourages ar  unit 1 related to excessive vibration that occurred when that unit exited its 
extended outage for refueling and replacement of steam generators. Palo Verde Unit 3 remains in the NRC's 
"multiple/reperitive degraded cornerstone" column of the NRC's Action matrix, which subjects alt three Palo Verde 
units to enhanced NRC inspection regime. Preliminary work in support of this took place throughout the summer of 
2007, In February, rhe NRC issued irs inspection report, which determined the plant was operating safely b u t  which 
also outlined an improvement plan for APS. In late March, APS in turn submitted to the NRC a final improvement 
plant addressing issues raised io rhe N R C  inspection report. While the nuclear units appear LO be on a path to 
improve operational performance and restore NRC confidence in the operational and safety standards a t  the plant, 
this will remain a n  area of concern until the NRC removes it degraded designation. 
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industry Sector: Electric 

Pinnacle West Capital Unisource Energy PNM Resources 
Gorp. Fuget Energy Inc. Avista Corp. C O T .  IRC. 
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_--L__-.....?--- __ Pinnacle West Capital Corp. reported amounts 

Operating Operating Operating Cash flow Cash flow 
income income inconre Interest from trom Capital 

Debt (befure D&A) (belore D&A) (After D&Al expense operations operations expeiiditrircs 

Reporietl 3,631 fi 992.7 992.7 6193 189 6 643.8 619.E 911 G 

Standard & Poor’s adjustments 
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Research. Update: 
I 

Overview 

. .  . 

. .  

Rating Action 
On Sune 24, 2011, Stanckrd & Poor's e. raised i t s  torporate 
credit ratjng to 'BBBf frim 'BBB-' Pinnacle West Capital 
Gorp. (PWCC) and its  electric uti39 lic Service Co, 
(APS). A t  the same time, we raised t issue rating at 
APS to 'BBBI from 'BBB-' and the sbort-term ratings on entities to ' ~ - 2 '  
from 'A-3'. The outlook is posi t ive .  

RatioI& 
atings reflect our view o f  improved consolidated financial 
nced by stronger credit metrics, and progress in adva 
egy of APS in Arizona. A reduction in debt leverage € 

and debt reductions, coupled with egronger cgzh flows f r  
t a x  benefits, increased FFO to debt. Prudent financial management du 
current rate case stay-out period and the use o f  cost riders resulted 
improved financial stability. A shift in company focus toward improving 
regulatory relat8onships in the past few yeara continues tb benefit credit 

the company has transitioned to slower customer growth. We 
ratings further if regulatory dealings remain constructive and 
h u e s  to manage the balance sheet with equity issuances to 

.offset; high capital spending. 

The '3BBf corporate credit ratings on PWCC and APS reflect o u r  view of 
regulqked operations that provide almost all of the consolidated income and 

' Standard & Poor's I RatingsDirect on the Global Credit Porlal 1 June24,2011 
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I Research Update: Pinnade West Capital Corp. And Arizona Ptrblic Service Co. Ratings Raised To 'BBB' 

cash flow. 

We view the business risk profile of PWCC and APS as excellent under our 
corporate risk profile matrix. The company benefits from a number of favorable 
business attributes, including the absence of competition in APSt regulated 
operations, a service territory with above-normal average growth rates and 
below-average unemployment prior to the current recession, a balanced power 
supply portfolio of coal, nuclear, and natural gas generation, and contract 
purchases backed by a power supply cost adjustment mechanism and a prudent 
hedging strategy that serve to ensure full recovery and dampen volatility. The 
business profile also reflects APS' success in managing regulatory risks in 
Arizona. The lack of material non-regulated operations, which typically 
increase business risk, adds further support to the profile. 

The company has undergone a significant tran'sition in recent years. High 
customer growth had necessitated that the company file regular general rate 
cases with the Arizona Corporation Commission (ACC) to recover its investments 
and operating costs, prior to the collapse of the housing market. The use of a 
historical test year in Arizona, coupled with an 18- to 24-month completion 
time for fully litigated rate cases, made it very difficult for APS to earn 
authorized returns, In recent years, regulatory lag has decreased and 
financial performance has improved because of interim rates, recovery o f  
certain post-test-year costs, and an improved 11% authorized equity return in 
the previous general rate case. Slower growth and the addition of several rate 
riders that allow the company to true up certain costs outside of the general 
rate case process have mitigated the need to file large cases frequently. 
However, capital spending remains high due to replacements and renewable 
spending, necessitating a continued reliance on rate increases. 

APS has a well-diversified power supply portfolio that supports the excellent 
business profile, consisting o f  the following energy SourceB in 2010: 36.6% 
coal, 26.8% nuclear, 24.3% purchases, and about 12.3% owned gas generation and 
other sources. The company is highly exposed to nuclear power availability and 
nuclear operations at Palo Verde Nuclear Generating Station, its largest 
single generating resource. Palo Verde has a history of mixed results tied to 
problems at the plant that appear to have been corrected. In April of 2011 
operating licenses for all three reactor units were extended 20 years beyond 
the current 40-year licenses, allowing Unit 1 to operate through 2045, Unit 2 
through 2046, and Unit 3 through 2047. We expect the company's purchased power 
obligations to steadily climb becauae solar energy remains a top public policy 
objective in Arizona and because significant portions will come from 
purchases, Construction is underway at Abengoa's 280-megawatt (MW) Solana 
concentrating Bohr plant after the U.S. Department of Energy approved a loan 
late last year. The loan and tax credits will help to blunt the impact of this 
resource on customer bills, which will represent a significant purchase 
commitment by APS. APS needs to meet Arizona renewable portfolio standards 
(RPS) of 10% by 2015 and 15% by 2 0 2 5 ,  with 30% of the total RPS coming from 
small-scale distributed resources by 2012. The company has a surcharge to 
collect the costs of RPS compliance, and this lessens the financial burden on 
the company. 

www.standardandpoors.com/ratingsdi rect 3 
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APS is purchasing Southern California Edison's (SCE) 48% interest (739 !ai) in 
Units 4 and 5 of the Four Corners Plant in New Mexico for $294 million. APS 
now owns a 15% interest in each unit. APS operates the plant and also owns 
100% (560 MWI of Units 1 to 3. APS has announced that it will use the capacity 
to shut down Units I to 3, which are older and less efficient and which would 
be subject to significant environmental upgrades under rules proposed by the 
U.S. Environmental Protection Agency. The sale awaits regulatory approvals 
from the respective commissions and the Federal Energy Regulatory Commission. 
We view the transaction favorably from a credit perspective, assuming that it 
does not increase debt leverage and that the ACC approves all costs. 

The aggressive financial risk profile of PWCC and APS reflects slightly higher 
leverage and adjusted funds from operations (FFO) to total debt that has 
averaged 20% over the past three years. We believe that rates will continue to 
support cash flows at the current rating level and possibly higher levels, 
rising as we expect new.rates to take effect next year. Financial performance 
will continue to depend on the management of regulatory risk in Arizona and on 
the company's financing decisions regarding the usage of debt and equity as 
capital investments ramp up in 2012 and 2013. Average adjusted debt to total 
capital was around 60% at the end of 2009 (adjusted for  items such as power 
purchase contracts, operating leases, and pension and other postretirement 
benefit obligations), but had improved to 55% by the end of 2010 due to the 
equity issuance and a reduction of debt. 

We expect APS to maintain the ratings by funding its capital spending program 
with a balanced capital structure. The company had $748 million in capital 
expenditures in the 12 months ended Dec. 31, 2010, and plans to spend $960 
million in 2011 and $1.33 billion in 2012 f o r  renewable generation, 
environmental compliance, the Four Corners purchase, and system maintenance. A 
troubled real estate market in Arizona's historically high-growth service area 
has increased planning uncertainty, but slower growth has mitigated some 
spending pressure and rate lag, allowing the company to further its renewable 
investments and other infrastructure without the added burden of high customer 
growth contributing to rate lag pressure. Customer growth averaged 4 %  a year 
for 2005 through 2007, but has been nearly flat since. The resumption of 
growth levels witnessed during the previous housing boom could place renewed 
pressure on the companyls financial profile, given high capital expenditure 
levels, but mechanisms and other factors that now exist would leseen the 
impact. 

Liquidity 
The short-term rating on APS and PWCC is 'A-2'. Consolidated liquidity is 
adequate under our corporate liquidity methodology, which categorizes 
liquidity under five standard descriptors. Under our analysis, projected 
sources of liquidity (mainly operating cash f low,  available bank lines, and 
share issuances) exceed projected uses (mainly necessary capital expenditures, 
debt maturities, and common dividends), absent access to capital markets, by 
more than 1 . 2 ~  €or the upcoming 12 months. Liquidity may be pressured in 2011 

Standard & Poor's I RatingsDirect on the Global Credit Portal I June 24.201 I 



or 2012 due to high capitalaxpendituref;  t ha t  the company expects to  incur, 
but we expect Liquidity tu remain adequate, 

AB .of March 20 
unsecured revolving credit f a c i l i t y ,  expiri  i n  2013, and APS had $980 

.PWCC had $183 milllon.avaSlable under its $200 million 

lion available under its combined $1 b i l  
ilities. Kalf expires in 2013, and the r inder in ZU15.  SunCor 5s 

n unsecured revolving credit 

liquidating real eetate  assets to repay debt under l tsanon-recourse secbred 
credit f a c i l i t y .  SunCor's liqyidity and debt not a factor in PWCC'a or 
APS' overall liquidity positionA *The company ong-term debt maturities inz 
2011. t o t a l  about $575 millios. 

Related Criteria And- 
* Critetia Methodology: Business RiskJFinanciaI, R i s k  Matrix Expanaed,. May 

6 ASSesSlnrg. u,S. utility Regulatory Environmenta, lov.  7, 2007 
* 2008 Corporate Criteria: Analytical Methodalqgy, A p r i l  15, 2008 

27 ,  2009 

Rahgs  List 
Upgsaded 

Pinnacle West Capital  Cow.  
Arizona Public Sewice Co. 
Corporate crectit rtg BEB/Positive/A-2 EBB-/Posihive~A-3 
Commercial paper A-2 A-3  

Arizona P i i b l i c  Service Co. 
Senior unsecured BBB BBB- 

r;Qmplete ratings information i s  available to subscribers of RatingsDirect on 
the Global Credi t  portal a t  www.globalcreditposta~.com. All r a t i n g s  affected 
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by this rating action can be found on Standard & Poorls public web s i te  at 
www.standardandpoors.com. Use the Ratings search box located i n  the l e f t  
column. . 
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Category 
Outlmk 
Issuer Rating 
$r Unsec Bank Credit Facility 
Senior Unsecured 
Bkd Commercial Paper 
Parent: Pinnacle 'vuest Capital Corporation 
Outlook 
Issuer Rating 
Sr Unsec Bar& Credit Facility 
Senior Unsecured Shelf 
Subordinate Shelf 
Preferred Shelf 
commercial Paper 

Moody's Rating 
Stable 
Baa2 
Baa2 
Baa2 

P-2 

Stable 
Baa3 
Baa3 

(P)Baa3 
( P W  
( P ) W  

P-3 

Analyst 
Laura SchumacherlNew %rk 
WUPam L HeSSMew Yolk 

Phone 
212.553.3853 
212.553.3837 

Prizona Public Service Conpany 
PCTUPLS 
(CFO Pre-W/C + interest) f Merest Expense (1][2] 
(CFO Pre-WE) I Debt p] 
(CFO PwWIC - Dividends) I Debt [Z] 
Debt I BookCapitalhation 

[t] CFO pre-W/C, which is also referred to as FFO in the Global Regulated Electric Utilities Rating Methodology, is equal to net cash flow from 
operations less net changes in working capltal Items 121 Changes in margin and collateral accounts are excluded from CFO Pre-WIC 

Note: For defm;ibbns of Moody's most common mfio ferns phase see the accompanying User'sGtlide. 

Rating Drivers 

Predominantly regulated operattons 

Regulatory supporhveness increasing, though lag perslsfs 

Low growth in service territory 

Stronger financial metrics offset weaker regulatory environment 

Corporate Profile 

Arizona Public Service (APS: Baa2 senior unsecured, stable) is a vertically integrated electric Cttitity that provides electric service to most ofthe 
state of Arizona with the major exceptions of about onehatf of the Phoenix metropolitan area and the Tucson metropolitan area. WS is the 
primary subsidiary of Pinnacle West Capital Corporation (Pinnacle: Baa3 senior unsecured, stable), a holding company that through its other 
subsidian'es sdls energy related services. In 2010, Pinnacle completed the divestitures of much of its remaining non-regulated businesses. 
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DFTAllED m I N G  CONSIDER&l'IONS 

Regulatory supportiveness showing signs of improving, though process still lengthy and lag persists 

APS' operalions are regulated by the Arizona Corporation Commission (ACC), an elected commission that has tended to render its decisions 
after prolonged consideration. As a result, APS' abiliito earn reasonable returns has been limited due to significant regulatory iag. APS has 
generally been awarded relatively reasonable ROES and equity ratios, including an ROE of 11% and an equity ratio of 53.8% as part of its 
$207.5 million net base rate increase in the ACC's December 2009 order (75% of APS' request). 

Historically, the ACC has taken a year and a hart0 two yean to render decisions in AFS' rate cases including its December 2009 order. 
Generally the length of time required by the rate decision process coupled with the use of B historic test year means that rates may reflect a 
rate base that is more than two years old. On February 1,2011. APS filed a notice with the ACC that it intends to file a rate case on June, 1, 
2011 using a year-end 2010 test year and will request new rates be in effect by July 1.2012. This planned 13-month timeiine was mentioned in 
the ACC's December 2009 order and would be significantly shorter than historic rate case timelines. Also as part of the order, APS is prohibited 
from filing another rate case until June 2013. 

The significant regulatory lag and uncertain timing of rate case resolutions causes APS to map to a factor in the Ba range for .tS Regulatory 
Frameworkwithin Moody's Rating Wthodolqyfor Regulated Electric and Gas Utilities (the Mthodology) which is below the Baa average for 
the regulated utiiity industcy in the US. 

Improved cost recovery 

Although regulatory lag continues, APS utilizes several mechanisms that allow its rates to be adlusted outside of a general rate case. Moody's 
generally views these mechanisms as being suppodive of credif quality as they tend to result in a more timely recovery of costs. APS' rats are 
adjusted annually to recover 90% of the difference between its cosk for fuel and purchased power and the amounts included in base rales, 
limiting WS' exposure to volatile power and gas prices. The fuel recoveryfactor includes a forward estimate of power costs, which further 
helps to limit cost deferrals. 

APS also has adjushent mechanisms that allow the utility to recover its costs for renewable energy, efficiency and demand side management 
programs. Transmission costs are recovefed through a transmission cost adjustor which resets annually based on changes in AF'S' Federal 
Enersy Regulatory Commission approved formula-based tariffs. APS is also curfenflyable to recover its costs for new customer hookups via 
line extension payments from customers. 

In December 2010, the ACC issued a policy statement supporting decoupling rate structures implemented through rate cases over a three year 
evaluafion period. We generally view decoupling mechanisms as supportive to credit quaIiiy as they are intended to improve a vtilitfs fuced cost 
recovery. No Arizona utilities currently have a decoupling mechanism; implementation is intended to occur dlning the nexi rate case process. 

Due t o p s '  adequate ability to recover most non-base costs. APS maps to a factor in the Baa range for Factor 2 Ability to Recover Costs and 
Earn Returns within the Methodology. 

Low customer gmwth in service territory 

APS' service territory incorporates a maforlty of Arizona hcludig significant parts of metropolitan Phoenix As such, within the framework of the 
Mth&obgy, for Factor 3: Diversification - Mrket Positim. APS maps to a factor in the Baa mge. Customer grwyth is expected to be 1-1.556 
over the near-term. 

Reasonably diverse generation capacity 

APs has a faidy diverse, low-cost generation fleet including 1,747 Mw of coal capacity and 1,146 W of nuclear capacity which in 2010 
provided approximately 37% and 27%. respectively, of its total energy needs. In November 2010, as part of a plan to compiy with the EPA's 
BART ding, APS announced it had agreed lo acqulre an additional 740 W of capacity at Units 4 and 5 of the Fow Corners coal plant horn 
Southem California Edisan and shutdown 560 W of capacity at Units 1-3. The iransaction is expected to close by year-end 2022. Pollution 
control equipment Is expected to be installed on Units 4 and 5 to get the plant in compliance with the EPA's BART determination. This 
acquisition will moderately increase coal's contribution to APS' fuel mix but it does provide a low-cost fuel option and it will reduce emissions in 
the region. Wihin the framework of the hkthodology, APS maps to a factor within the Baa range for Factor 3 Diversification - Generation and 
Fuel. 

Financial MtriCS 

Since 2008. APS' key financial metrics have improved to levels which map to a low Afactor, reflecting .mproved cost control, cost recovery 
mechanisms and moderating capital expenditures. Over the near-term, APS' credit metrics could remain comparable to 2010 levels due to the 
benefits of bonus depreciation assuming adequate regulatory treatment. h general, Moody's looks for APS to have financial metrics that are 
stronger than comparably rated Utility operating companies Operating in regulatory environments that are more supporlive of credit quality. 

Liquidity Profile 

APS' cash flows and credit facllities generally are a Stable source Of liquidity. In 2010, APS' cash from operations covered 76% of Its $732 
million of capital expenditures and $182 mMon of dividends to Pirn?.de. The shortfall was funded by an equity contribulionfrom the parent 
Capital expenditures are expected to be in the range of $7 ~ 1.3 billion annually over the near-term and financed with a combination of internal 
and external sources including periodic equity injections from Pinnacle. As part of APS' last rate case, Pinnacle is required to infuse $700 million 
of equity by December 2014: Pinnacle infused $253 rni(lion in proceeds from the issuance of new equity in 2010. 

In 2010, APS increased its dividend modestly to Pinnacle. Moody's expects APS' future dividends to increase somewhat, but generally to remain 
in line with Its current payout ratio of 70 to 75%. 

APs' short-term liquidity sources include a commercial paper program sized at $250 million. The program is currently supported by two 
committed lines of credit totaling $1 billion consisting of a $500 million line that expires February 2013 and a $500 million line that expires 
Febr~ary2015. The facilityexpiring in 2015 replaces the a $489 million faciriwhich was set to matureSeptember 2011.k of December 31, 
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2010, APS had $20 million of letters of credit outstanding, no borrowlngs under its credit facilities and $100 miliion of cash on hand. APS also 
has approximately $44 million ofvarlable rate pollution control bonds (PCB's) supported by letten of credS ofwhich, $26 million expire 
September 2011 and the remainder expire in 2013. 

APS' creda agreements both have one financial covenant that requires the ratio of debt to total capitalization not exceed 65%.As of December 
31, 2010, APS' debt to total capitalization ratio, calculated in accordance with the credit documents, was approximately&%. The credit 
agreements do not require a material adverse change (MC) representation for revolver borrowings. No rating triggers a.st in anyA?S credit 
facilities though interest costs may increase under various financing agreements if a darngrade occurs. In additkxl to the letters of credit 
supporting the PCB's -iring September 2011, APS has $400 million of unsecured notes due October 2011 and $375 mlllbn of unsecured 
notes due )\llarch 2012. 

The rating assumes APS will continue to prudently manage its liquidity. Within the framework of the bkthoddogy. APS maps to a factor within 
the Baa range for Factor 4 - Liquidity. 

Rating Outlook 

The stable outlook reflects APS' predominately regulated cash flows and bbdy's view that its credit metrics are likely to be sustainable at 
levels appropriate forthe current ratings. The outlook assumes APS will be reasonably successful in managing its regulatory relationships and 
that capital expenditures will be financed In a balanced manner with a goal of maintaining or improving APS' current position of financial 
skength. 

M a t  Could Change the Rating - Up 

APS' rating is not likely to be revised upward in the near-temedium term. Longer term. an upgrade could be possible if there is consistent 
supportive regulatory treatment resulting in material, timely rate increases. or if there are materkl reductions in costs or leverage such that 
hbodyls could anticipate key financial ratios improving significantly from their current levels, B for example, a ratio of CFO pre -WC I debt could 
be maintained in the rnld-twenty percent range, there could be upward pressure on the rating. 

M a t  Could Change the Rating - Down 
Adowngrade could result if regulatory lag for capital spending becomes more pronounced, or If Pal0 Verde experiences an extended outage 
a d  APS is unable to recover h i m  maintenance and purchased power costs In atimely manner. Adowngrade could result if lubodys expects 
a sustained weakening of financial metrics, iffor example, the ratio of CFO pre -WC I debt would remain in the mid-teens for an extended 
period. 

(25%) 
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Factor 3 Diversification (looh] 

-ma Public Service Company 
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Current 
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Regulated Electric and Gas Utilities Industry [1][2] 

a) lndiiated Rating from Grid 

I 
Factor 1: Regulatoly Framework (25%) 1MeasurelScon 

Baa;! 

a) Market Position (5%) 
b) Generation and Fuel Diversity (5%) 
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EXECUTIVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

DOCKET NO. E-01345A-11-0224 

My testimony reviews the Arizona Public Service Company’s (“Company”) proposed Efficiency 
and Infi-astructure Account (“EIA”) mechanism. Staff recommends that the Arizona Corporation 
Commission should reject the Company’s EIA proposal as it is very broad and addresses risks 
such as weather and economic conditions. 

In recognition of the Company’s energy efficiency and distributed generation requirements and 
plans, I developed a Lost Fixed Cost Revenue (“LFCR”) mechanism that is related to the 
Company’s plans and performance. This mechanism, built upon the Company’s disaggregated 
costs, recognizes that many of the Company’s costs are not impacted by energy efficiency and 
distributed generation measures. The LFCR mechanism provides an appropriate adjustment 
based on the Company’s energy efficiency and distributed generation performance. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Please state your name, position and business address. 

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My 

business address is 810 Persimmon Lane, Langhorne, PA 19047. I am performing h s  

assignment under subcontract to Blue Ridge Consulting Services, Inc. 

Please summarize your qualifications and experience. 

I am licensed as a Professional Engineer in Pennsylvania (active) and New Jersey 

(inactive). I hold a Professional Planner’s license (inactive) in New Jersey. I served on 

the Electric Power Research Institute’s Planning Methods Committee and on the Edison 

Electric Institute Rate Research Committee. I have been appointed as an arbitrator in 

cases involving a pricing dispute between a municipal entity and an on-site power supplier 

and a commercial landlord-tenant case concerning submetering and billing. I also 

previously served on two New Jersey Zoning Boards of Adjustment as Chairman and 

member and a Pennsylvania Township Planning Commission as Chairman and member. 

I have been actively engaged in the utility industry for over 35 years, holding utility 

management positions in generation, rates, planning, operational auditing, facilities 

permitting, and power procurement. I have delivered expert testimony in utility planning 

and operations, including rate design and cost of service, tariff administration, generation, 

transmission, distribution and customer service operations, load forecasting, demand side 

management, capacity and system planning, and regulatory issues. 

I have also led and/or participated in consulting projects to develop, design, optimize, and 

implement both traditional utility operations and e-commerce businesses. These projects 
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focused on the marketing, sale and delivery of retail energy, energy related products and 

services, and support services provided to utilities and retailers. 

I have been engaged by clients to review proposed distributed generation contracts and the 

operation and integration of generating assets within power pool operations, and have 

advised the Board of Directors of a public power utility consortium. For a period of four 

years I was engaged by a multiple site commercial real estate organization to manage its 

solicitation for the purchase of retail energy. As a subcontractor, I have performed 

management audits for the Connecticut Department of Public Utility Control and the 

Public Utilities Commission of Ohio. I also provide (as a subcontractor) support for the 

Staff and Commissioners of the District of Columbia Public Service Commission for 

electric rate cases. 

I have also been engaged to review utility performance before, during and after outages 

resulting from major storms including Hurricane Ike. 

From 1994 to the present, I have been President of Energy Tactics & Services, Inc. From 

1996 to 1998, I was a Managing Consultant for AT&T Solutions. From 1990 to 1994, I 

was Vice President of Business Development for Cogeneration Partners of America. In 

that position, I was responsible for the development of independent power facilities, most 

of which were fueled by natural gas and oil. 

From 1978 to 1990, I held progressively increasing positions of responsibility with 

Atlantic City Electric Company in generation, regulatory, performance, planning, major 

procurement, and permitting areas. 
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From 1971 to 1978, I was an Engineer or Project Engineer for Univac, Soabar, Bickley 

Furnaces and deLaval Turbine, designing card handling equipment, tagging and printing 

machines, high temperature industrial furnaces, and utility and industrial power generation 

equipment, respectively. 

I received a Bachelor of Science in Mechanical Engineering (minor in Economics) from 

Carnegie-Mellon University and a Master of Science in Engineering Management (minor 

in Law) from Drexel University. I have also taken courses on arbitration and mediation 

presented by the American Arbitration Association, scenario planning presented by the 

Electric Power Research Institute and load research presented by the Association of 

Edison Illuminating Companies. I have also taken courses in zoning and planning theory, 

practice and implementation in both New Jersey and Pennsylvania. 

Q. 
A. 

Have you previously submitted testimony in regulatory proceedings? 

Yes. I have testified and/or presented testimony (summarized in Attachment HS-1) before 

the following regulatory bodies. 

Delaware Public Service Commission 

Georgia Public Service Commission 

Jamaica (West Indies) Electricity Appeals Tribunal 

Maine Public Utilities Commission 

Maryland Public Service Commission 

Michigan Public Service Commission 

Missouri Public Service Commission 

New Jersey Board of Public Utilities 

Public Utilities Commission of Ohio 
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Pennsylvania Public Utility Commission 

. Public Utility Commission of Texas 

Q. 
A. 

Q- 
A. 

Q. 
A. 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Arizona Corporation Commission Utilities Division Staff 

(“Staff ’) . 

What is the purpose of your testimony? 

My testimony analyzes decoupling proposal of the Arizona Public Service Company 

(“Company”). 

Based on my review of the Company’s application, supporting testimony, and responses 

to data requests, I make the following recommendations: 

The Commission should reject the Company’s decoupling proposal. 

The Commission should allow the Company to receive the “lost fixed cost 

revenue’’ only for distribution service as modified to reflect the stability of demand 

charges and any excess basic service charge (“BSC”) revenues. 

What is revenue decoupling? 

Decoupling is the term used to define a rate design that is designed to disconnect a 

utility’s earnings or revenue from sales of energy or commodity. Decoupled rates can be 

designed to eliminate or reduce the utility’s disincentive to encourage energy 

conservation, impacts of the business cycle and/or the effects of weather. 
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Q. 
A. 

Q. 

A. 

Q. 
A. 

Have you reviewed specific decoupled rate design proposals in other jurisdictions? 

I have reviewed proposals for decoupled electric and gas rate designs in Delaware for the 

Staff of the Delaware Public Service Commission where I am also assisting in the pre- 

implementation education process. I have also reviewed decoupling proposals by gas 

utilities and offered testimony in Maryland for the People’s Counsel and in Michigan for 

the Attorney General. In addition, I assisted the Staff of the District of Columbia Public 

Service Commission in the evaluation and implementation of a decoupled rate design for 

delivery of electricity. 

When a regulatory commission implements a decoupling proposal, is there a 

compensating benefit to customers? 

When certain forms of decoupling are implemented customers subject to decoupling 

usually see at least two benefits. The utility’s return on equity is reduced by 0 to 50 basis 

points to reflect the reduced business risk that is the result of a more stable revenue stream 

to the utility. The second benefit that commonly precedes or occurs simultaneously with a 

decoupling proposal is an aggressive utility sponsored or supported energy efficiency 

program to assist customers within the rate class to reduce their energy consumption and 

energy costs. 

Please describe the Company’s decoupling proposal. 

The Company’s proposal is to establish an Efficiency and Infrastructure Account (“EIA”) 

mechanism’ that is focused on recovering fixed revenue per customer2 on an annual 

basis.3 The proposed EIA would exclude fuel and transmission charges because those 

areas are already subject to an adjustment mechanism or annual f~r rnula .~  The EIA is 

’ Snook Direct 1 :25 
Snook Direct 14:s and Snook Direct Attachment LRS-1, page 2 
Snook Direct 15:7 
Snook Direct 15: 19 4 
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proposed to include all customer classes except for street lighting, m e t e r e d  accounts and 

merchant generation station p ~ w e r . ~  For calculation purposes the EIA proposal uses two 

classes, residential and the applicable remaining non-residential customers, which I call 

“super” classes for identification. 

The calculation of any overrecovery or shortfall is based on the Allowed Fixed Cost 

Revenue per Customer ($/customer-year) (calculated at the close of a rate case). That rate 

is multiplied by the average annual number of active meters to develop the Allowed Fixed 

Cost Recovery per Class ($ )6 .  

To determine the Actual Recovery of Fixed Costs per Class the EL4 proposal then 

switches to a calculation that multiplies the Actual Annual Sales (kwh) times the Allowed 

Fixed Cost Revenue per Customer Rate per Class ($/kWh).7 This calculation is made 

individually for each of the two “super” classes. The EIA proposal aggregates all 

underrecovery or overrecovery (from the two “super” classes) on an annual basis and 

recovers or repays those sums over the following twelve-month period beginning March 

1”. The process would lump together all amounts from the two “super” classes and 

recoverhepay the amount from all classes covered by the EIA on an equal percentage of 

total bill basis.* 

In the event of overrecovery there would be no cap on the repayments. If undenecovery 

occurs, the repayment cap would be 3 percentg with the remaining balance plus interest 

carried to the next period.” 

Snook Direct 17:6 
Snook Direct Attachment LRS-1, page 2, Item 3 ’ This value is also calculated at the completion of a rate case based on Test Year data. Snook Direct Attachment 

LRS-1, page 2, Item 2 
Snook Direct 19:ll 
Snook Direct 2 1 : 1 1 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Is the switch from revenue per customer to revenue per kWh a flaw within the 

Company’s EIA proposal? 

From the Company’s standpoint there is no flaw. The switch in basis provides the 

Company with recovery of lost fixed costs that occur from its energy efficiency program 

along with any changes in sales due to weather, economic conditions andor other events. 

The methodology proposed transfers the Company’s existing business risks due to weather 

and economic conditions to its customers. 

The Company describes its decoupling proposal as “modernizing” its rate structure. 

Is this accurate? 

No. The Company is not proposing to significantly change its rate structure. For example 

it is not proposing to use any of the capabilities of its investment in advanced metering 

infrastructure (“AMI”) to measure demand and apply a new distribution rate form to 

additional customers, instead its EIA proposal is a band-aid. 

What elements of the Company’s revenue stream would be covered by the 

Company’s revenue decoupling proposal? 

Using the breakdown of costs from a Staff data request,” the Company is proposing to 

decouple the following cost areas: 

Production Demand 

Regulatory Assets 

Distribution 

0 Customer Management 

0 Customer accounts a les 

Io Snook Direct Attachment LRS-1, page 3, Item 4 
APS Response to Staff Data Request 3.27 
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o Metering 

o Billing 

o Meter Reading 

0 System Benefits12 

Q. 

A. 

Q. 

A. 

What elements of the Company’s revenue stream would not be covered by the 

Company’s decoupling proposal? 

The Company is proposing not to decouple the following cost areas because they are 

already subject to adjustment  mechanism^'^: 

0 Energy 

Transmission 

What risks would be shifted from the Company to customers under the Company’s 

revenue decoupling proposal? 

The Company’s EIA proposal compares the revenue per customer from the test year to 

actual annual energy sales times the test year rate. Any deviation from Test Year per 

customer sales is recaptured or repaid. This mechanism does not differentiate between 

changes in sales due to weather, economic activity or conservation. Therefore, the 

Company’s proposal shifts all of these risks to its customers. 

APS Response to Staff Data Request 10.1 
l3  SnookDirect 15:18 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Does the Company’s cost of capital witness William Avera analyze the stability of the 

Company’s revenue stream? 

My review of that testimony did not find any analysis except for a discussion of attrition. 

He discusses mechanisms that shift away from volumetric recovery of fixed costs 

“preclude the prospects of greater earnings due to higher consumption.”’4 

Does the Company offer an adjustment in its return on equity to reflect its proposal 

to shift weather and economic risk to customers? 

The Company witness Avera opines, “ ... there is certainly no evidence to suggest that 

these provisions would justify m y  adjustment to the ROE range determined earlier.”15 

Can revenue decoupling aggravate the impact of adverse weather or economic 

conditions? 

One year after a cool summer, the customer would receive a rate increase to recapture the 

Company’s revenue shortfall. If a cool summer is then followed by a hot summer, the 

Company’s proposed EIA would pancake the cost recovery on top of consumption 

increased by weather and increase the costs above what customers would have expected, 

thus creating a real detriment. A similar situation would occur during a multi-year 

economic recession. 

Is there any mechanism within the Company’s decoupling proposal to adjust for 

increasing productivity by the Company over time? 

No. The ELA proposal fixes all elements of the calculation based on the rate case Test 

Year. In this case that would be calendar 2010. As the Company increases its 

productivity the EIA would not change. For example, as the Company continued its 

l4  Avera Direct 75:20 
l5 Avera Direct 76:s 
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rollout of AMI throughout its service territory in 2012 and 2013 and changed its 

processes'6 to reduce its customer service and metering costs the EIA cost recovery 

component would not change and customers would see no productivity benefits. 

Q. 
A. 

Q. 
A. 

What areas of the Company's revenue do not require revenue decoupling? 

Based on my analysis the following cost areas do not require decoupling protection in 

whole or in part: 

0 Production Demand 

0 Energy 

Regulatory Assets 

Transmission 

0 Distribution Cpartial) 

0 Customer Management 

0 Customer Accounts and Sales 

0 Metering 

0 Billing 

0 Meter Reading 

0 System Benefits 

What is the Company's forecast for sales? 

The intent of decoupling is to hold the Company's recovery of fixed costs harmless from 

sales decreases due to the EE program. The Company's Load Forecast does not show a 

consistent decline in total sales to retail customers, but an increasing trend. 

l6 APS Data Response to Staff 20.5 
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Retail Sales (MWh)” 
28.202.200 

2012 
2013 

Q. 
A. 

Q. 
A. 

28,185,608 
28.405.734 

2014 
2015 

28,996,045 
29.541.216 

The output of the Company’s generating system is fungible. The generating system is not 

affected if energy is delivered to a new customer, an existing customer using slightly less 

energy, non-AZCC jurisdictional customers or sold off-system. Therefore, the Company 

has many opportunities to sell the output of its generating system and it is planning to do 

just that as its forecast demonstrates. 

Why is decoupling not necessary for Production Demand? 

As I have demonstrated above, the Company does not forecast any decrease in long-term 

sales and thus the fungible output of the generating system will be sold to its retai1 

customers per its forecast. In the event that the forecast is wrong the Company has other 

opportunities to sell the marginal output of its generating system. 

Did you explore this issue with the Company? 

This question was raised during the Company’s Technical Conference and a subsequent 

offline conference. The Company’s informal responseI8 offers the rationale to include 

production costs because “The question assumes fixed production costs remain constant 

and therefore do not increase over time. ... Whether these specific fixed costs increase 

proportionately with customer growth is another question . . .” 

l7 APS Data Response to Staff 3.1 1 APS 14607 (Total Sales less Resale) 
Informal Response 1.4 18 
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Based on this response, the Company is proposing to apply its decoupling mechanism to 

production fixed costs in an attempt to derive additional revenue (as the annual number of 

customers increases) to offset expected capital additions to its current production plant. 

The Company’s position describes how it has created a revenue raising mechanism 

unrelated to capital additions and not offset by its concurrent ERA proposal. If the 

Company’s rationale were accepted along with the proposed ERA then double 

compensation might OCCUT. Therefore, I reject the Company’s proposal to decouple 

production fixed costs. 

Q. 
A. 

Q. 
A. 

Why is decoupling not necessary for Regulatory Assets? 

Regulatory Assets are allocated consistent with Production Demand and Energy and 

should be treated in the same manner for the same reasons.” 

Is decoupling needed for distribution revenue? 

Distribution costs are not as fungible and distribution assets cannot serve other customers 

within the short term. Therefore a reduction in per customer sales may result in a shortfall 

in revenues to cover fixed costs. Decoupling is needed to recapture the portion of 

distribution costs that are collected on a volumetric (per kWh basis). Many of the 

Company’s rate schedules collect distribution costs using demand charges, which will 

remain constant or change slower than a straight volumetric rate. 

For some rate schedules, the Company is proposing to include within the Basic Service 

Charge (“BSC”) a portion of its distribution costs (transformation).20 If this proposal is 

accepted then there would be no need to decouple that portion of distribution costs. 

l 9  ZF-WPl and 3 Adjusted Cost of Service Study TYE 12-31-2010, Sheet Cost of Service, Rows 74, 101, 123 and 
124 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Why is decoupling not necessary for the existing Basic Service Charges? 

As a customer takes advantage of energy efficiency or distributed generation the BSC is 

collected (on a per day basis) regardless of usage. Therefore, there is no need to decouple 

the BSC revenue. 

Why is decoupling not necessary for the existing System Benefits charges? 

The System Benefits charge has generally remained fixed between rate cases, and the 

Company has not addressed why this precedent should be changed. 

Has the Company provided a long-term plan to modernize its rate structure? 

The Company is proposing a number of modifications to individual rate schedules along 

with the elimination of some schedules that are used by few customers. However, in light 

of its installation of AMI, I am surprised that the Company has not presented a rate 

research plan to determine how the more detailed metering information can be used. 

Is the Company subject to an energy efficiency goal? 

The rules21 (the “Rules”) set cumulative (and incremental) savings (based on prior year 

sales) as follows: 

2o APS Response to Staff Data Request 3.27 APS 14583 
** Arizona Administrative Code R14-2-2401, et seq (effective January 1,201 1) 
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Prorated 
Cumulative 
Savings % 

Q. 
A. 

Q. 
A. 

2015 19.50 I 2.25 12.25 I 7.375 

Is energy efficiency cost effective for customers? 

Yes. The analyses explored during the decoupling workshop proceedings forecast cost 

savings for customers as a result of a long-term energy efficiency program. 

Has the Company developed an energy efficiency plan? 

Yes. The Company has proposed its 2012 Revised Demand Side Management 

Implementation Plan (“Plan”). The Plan is designed to meet the 2012 goal of a 1.75 

percent reduction in sales amounting to 533,000 MWh.23 The Plan provides estimates of 

the annual MWh saved for residential and non-residential customers.24 The Plan provides 

a short description of the Measurement, Evaluation and Research (“MER”) component 

including the contractor and budget.25 The Company is requesting approval of its Plan 

before the end of 201 1. 

-~ 

zz Arizona Administrative Code R14-2-2404, Table 1 (effective January 1,201 1) 
23 APS 2012 Revised Demand Side Management Implementation Plan, Docket No. E-01345A-11-0232, Table 2 
(June 24,201 1) 
24 APS 2012 Revised Demand Side Management Implementation Plan, Docket No. E-01345A-11-0232, Table 7 
(June 24,201 1) 
25 APS 2012 Revised Demand Side Management Implementation Plan Page 38 
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Q. 

A. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Without some mechanism would the Company’s Plan have a measureable impact on 

the Company’s revenue? 

Yes. The Rules require reductions in the Company’s sales compared to each prior year. 

Absent a rate case adjustment if the Company meets those goals then a portion of the 

Company’s distribution revenue could be impacted. 

What is the impact of APS’ 2012 REST Plan? 

This plan provides details of the Company’s program to encourage distributed generation 

including “behind the meter” generation, which reduces the Company’s sales to a 

customer that installs on-site generation. 

How should distributed generation be treated? 

If the Company can document the “behind the meter” generation that offsets retail sales, 

as opposed to feeding into the distribution grid to serve other customers, the energy 

consumed on-site should be treated similarly to energy efficiency. The measurement 

protocol could include a production meter installed at the interface between the distributed 

generation and the customer’s load (behind the meter). The readings from the production 

meter would be reduced by any excess energy delivered to the distribution grid. 

Have you developed an alternative that addresses the potential for lost distribution 

revenue as a result of the Company’s Plan? 

I recommend that a decoupling mechanism should be implemented based on lost fixed 

cost revenue (“LFCR’). 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

What risks would this LFCR mechanism cover? 

The LFCR mechanism I recomend focuses specifically on the portion of the distribution 

revenue affected by the Company's compliance with its Plan. 

What about risks that arise from weather and changing economic conditions? 

The Company presently accepts these risks and under the lost fixed cost revenue 

mechanism the risks remain with the Company; therefore, the Company's risk profile does 

not change. 

How would the lost fixed cost revenue mechanism operate? 

I would adopt andor modify certain aspects of the Company's decoupling proposal. 

These include: 

e 

e 

e Prorate (normalize) the lost fixed cost recovery revenues for partial year 

Use the fixed costs finally determined in this case's Test Year26 

Compute the lost fixed cost revenues on an annual basis 

irnp~ernentation~~ 

Perform the calculation in February and provide at least forty-five days for Staff to 

review the calculation2' 

Implement the recovery of lost fixed costs in April for a twelve month period" 

Include the same customer classes3' 

e 

e 

e 

0 Compute the lost fixed cost revenues separately for residential and other customers 

(two "super" classes)31 

26 Snook Direct 2 1:23 
27 Snook Direct 2 I :24 
'* Snook Direct Attachment LRS-1 page 3 Filing and Procedural Deadlines 
29 Snook Direct 21:22 

Snook Direct I6:26 
31 Snook Direct Attachment LRS-1 pages 6 and 7 
30 
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0 Apply the recovery mechanism across the board to both of the “super” customer 

classes32 

Cap the annual adjustment for lost fixed cost revenue33 

Provide a Compliance Report annually34 

0 

0 

The LFCR mechanism operates as follows: 

0 Derive the distribution lost fixed costs per kWh for the two “super” classes (see 

Attachment HS-2). In response to Staff Data Request 3.27 in APS 14600 the 

Company calculated the Distribution $kWh (for example residential distribution is 

$ 0.0283 per kwh). After the conclusion of this case the Company can adjust the 

CCOSS to reflect the final decision and update APS 14600. 

0 Reduce the distribution lost fixed costs per kWh by 75 percent of the more stable 

distribution demand revenue from the Company’s final revenue proof in this case 

similar to Work Paper CAM-WP13 for each of the two “super” classes (see 

Attachment HS-3 for the residential example). Although the demand revenue is 

subject to less impact from energy efficiency, I acknowledge that some energy 

efficiency efforts will impact demand revenue. 

0 Reduce the distribution lost fixed cost per kWh by the excess BSC (and adders) 

compared to the customer management costs as illustrated in Attachment HS-4. 

32 Snook Direct 19:9 and Attachment LRS-1 page 8 
33 Snook Direct 20:26 
34 Snook Direct Attachment LRS-1 page 4 Compliance Reports 
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e Adopt the energy efficiency goal required by the rules for the previous calendar 

year. Multiplying the reduction goals by the prior year sales provides the initial 

estimate of the lost kWh for each of the two "super" classes. Also include the 

production measured from "behind the meter" distributed generation. Together 

this is the lost kwh. 

e Multiplying the adjusted distribution lost fixed cost per kWh by the lost kWh for 

each of the two "super" classes computes the lost fixed cost revenue for the prior 

year. The LFCR are recovered in the same manner as the Company proposed in its 

EIA (see Attachment HS-5). 

Prorate the LFCR. The lost fixed cost revenues for 2012 would be prorated by the 

number of days the rates from this case were in effect in 2012. In future years, 

proration would be necessary to reflect base rate changes and the results of a new 

test year. The Company recognized this in its Informal Response 1.5. 

In the following year the Company must make a retrospective adjustment to its LFCR by 

providing the results of its MER for the year. Results above the Rules would be capped at 

25 percent with the excess available to be carried over to a following period, but still 

subject to the annual 25 percent excess limitation. Should the MER demonstrate that the 

Company did not achieve the savings as proposed by its Plan, the Company would refund 

the overrecovery with interest during the following period. 

Q. 
A. 

What are the advantages of the LFCR mechanism? 

The LFCR mechanism is based upon information readily available within the Company's 

Test Year filing, updated to reflect the results of this case. The mechanism recognizes the 
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impact on the Company due to energy efficiency and distributed generation and recovers 

only the fixed costs that the Company actually loses (distribution) as opposed to all of the 

Company's non-variable costs. The Company continues to retain its weather and 

economic risks. 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

What monitoring do you recommend for the LFCR mechanism? 

Because any decoupling mechanism is new and untried, I recommend that the Company 

provide the Staff with quarterly reports (provided thirty days after the end of the quarter) 

that include an estimate of "savedyy kWh and distributed generation and the expected value 

of the LFCR adjustment for that year. When the MER results are available for the prior 

year the Company should also apply that information to the calculation. 

Do you recommend a customer education plan for decoupling? 

If either the LFCR or the EIA is approved for implementation the Company s,,ould submit 

a plan to Staff for customer education. In my experience this is an important element to 

make decoupling understandable to customers. 

In the unlikely event that the proposed EIA is approved should there be additional 

safeguards? 

Yes, the EIA transfers a significant amount of risks such as weather and economic 

conditions from the Company to customers at a high per kilowatt hour rate and there could 

be detrimental effects. 

What additional safeguards should be included for the EIA? 

The Staff should perform or have a consultant perform an annual review of the EIA 

mechanism, the Company's efforts to meet energy efficiency and distributed energy goals 
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and the impact of the EIA on customers and the Company. The Company should fund this 

review. 

Q. 

A. 

Q. 
A. 

Q. 
A. 

Should there be an earning surveillance mechanism for the Company if the EIA is 

implemented? 

Yes. 

Company. 

therefore earnings surveillance should be required. 

A decoupling mechanism is designed to correct disincentives, not enrich the 

The implementation of the EIA can have unintended consequences and 

Do you have concerns about the existing, inactive but connected residential homes? 

The present economic conditions have left the Company with “41,404 installed residential 

meters ... currently inactive as of August 17, 2011.”35 These meters are installed on 

residential locations that have service drops, distribution facilities and transformation in 

place and are in ratebase. At the conclusion of this case, the distribution lost fixed cost per 

kWh rate for residential customers would include the costs of these assets. Reconnection 

of these inactive locations would incur incremental costs for meter reading, billing and 

customer accounting (all covered by the BSC collected) but no incremental cost for the 

distribution facilities already in place. This is one of the reasons for my recommendation 

for earnings surveillance. 

Should the EIA be time limited? 

The ACC Policy Statement suggests, “In lieu of pilot adoption, an initial three-year review 

period should be utilized which allows for evaluation and redress of decoupling models 

and related issues.”36 

35 A P S  Data Response to Staff 6.28 
36 ACC Policy Statement Regarding Utility Disincentives to Energy Efficiency and Decoupled Rate Structures - 
paragraph 5 
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The Rules provide for annual reductions based on prior year sales that become cumulative 

and therefore the decoupling adjustment becomes larger each year. At the same time the 

2010 Test Year costs become stale due to innovation and productivity improvements such 

as the distribution and customer management benefits that derive from AMI. The EIA 

shifts weather and economic risks to customers. Further the EIA rewards the Company 

with a substantially larger per kilowatt hour rate. Together the EIA could have a massive 

effect over time. Therefore the EIA should expire at the end of three years to avoid an 

adjustment factor on customers’ bills that may optically seem larger than their perceived 

savings due to conservation. The Company would have the ability to petition the 

Commission to retain the EIA. 

Q. 
A. 

How long should decoupling (whether an EIA or a LFCR) remain in place? 

While the Company characterizes decoupling as modernizing the rate structure37 it is 

merely a band-aid on an old rate structure. The Company does offer demand based rate 

structures for some rate classes and subclasses but with the advent of AMI it now has the 

technical capability to change from a volumetric focused rate structure. 

Due to the complexity of the Company’s tariff, frozen rate schedules and the advent of 

AMI, the Company should have offered a long-term process to modernize its tariff 

including consideration of higher demand charges in the short term and the examination of 

straight fixed variable (“SFV”) or modified SFV rates for all or a portion (distribution) of 

its rate structure in the long term. 

Changing the foundation of the rate structure requires research and an effective customer 

education plan to demonstrate to customers that they have the capability to reduce both 

37 Snook Direct 14: 10 
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Q. 
A. 

their demand and energy consumption and a corresponding rate structure that accurately 

charges for those elements. 

Over time a true modem rate structure will obviate the need for a decoupling mechanism. 

If the rate research effort is executed appropriately the decoupling mechanism can be 

eliminated before its effects become too large to avoid a negative public perception. 

Does this conclude your testimony? 

Yes. 
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Testimony - Howard Solganick 

Public Service Commission of Delaware 
Case - Delmarva Power & Light Company Docket No. 10-237 (October 2010) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues 
including revenue stabilization and miscellaneous charges. 

Case - Delmarva Power & Light Company Docket No. 09-414 (February 2010) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues 
including revenue stabilization and weather normalization. 

Case - Delmarva Power & Light Company Docket No. 09-277T (November 2009) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered an analysis of a straight fixed variable rate design for small gas 
customers and implementation issues. 

Case - Delmarva Power C% Light Company Docket No. 06-284 (January 2007) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related issues 
including revenue stabilization or normalization. 

Georgia Public Service Commission 
Case - Atlanta Gas Light Company Docket No. 3 1647 (August 201 0) 
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission 
Scope - Testimony covered revenue forecast, cost of service, revenue allocation, rate design and 
other related issues. 

Case - Atmos Energy Corporation Docket No. 27163 (July 2008) 
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission 
Scope - Testimony covered rate design and other related issues. 

Jamaica (West Indies) Office of Utility Regulation 
Case - Electricity Appeals Tribunal (August 2007) 
Client - Jamaica public Service Company, Ltd. 
Scope - "Witness Statement" on behalf of the Jamaica Public Service Company Limited. This 
Statement covered issues relating to recovery of expenses incurred due to Hurricane Ivan. 

Maine Public Utilities Commission 
Case - Northern Utilities, Accelerated Cast Iron Replacement Program Docket No. 2005-813 
(2005) 
Client - Public Advocate of the State of Maine 
Scope - Testimony covered an analysis of the program's economics and implementation. 
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Public Service Commission of Maryland 
Case - Chesapeake Utilities Corporation Case No. 9062 (August 2006) 
Client - Office of the Maryland People's Counsel 
Scope - Testimony covered cost of service, rate design and other related issues. 

Case - Baltimore Gas & Electric's (1993) 
Client - As president of the Mid Atlantic Independent Power Producers 
Scope - Testimony covered BG&E's capacity procurement plans. 

Michigan Public Service Commission 
Case - Consumers Energy Company Case No. U-15245 (November 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered cost of service, rate design and revenue allocation. 

Case - Consumers Energy Company Case No. U-15 190 (July 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues related to Consumers Energy's gas revenue decoupling 
proposal. 

Case - Consumers Energy Company Case No. U-15001 (June 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues related to Consumers Energy and the MCV Partnership. 

Case - Consumers Energy Company Case No. U-14981 (September 2006) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues relating to the sale of Consumers interest in the Midland 
Cogeneration Venture. 

Case - Consumers Energy Company Case No. U-14347 (June 2005) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered cost of service and revenue allocation. 

Missouri Public Service Commission 
Case - AmerenUE Storm Adequacy Review (July 2008) 
Client - KEMAlAmerenUE 
Scope - Oral testimony covered KEMA's review of AmerenUE's system major storm restoration 
efforts. 

Case - Veolia Energy Kansas City, Inc. File No. HR-2011-0241 (September 201 1) 
Client - City of Kansas City, Missouri 
Scope - Testimony covered various aspects of the Company's tariff provisions and the impact on 
the City of Kansas City. 

New Jersey Board of Public Utilities 
Case - Cogeneration and Alternate Energy Docket # 80 10-687 (1 98 1) 
Case - PURPA Rate Design and Lifeline Docket # 8010-687 (1981) 
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Case - Atlantic Electric Rate Case - Phases I & I1 Docket # 822-1 16 (1 982) 
Case - Power Supply Contract Litigation - Wilmington Thermal Systems Docket # 2755-89 
(1 989) 
Case - NJBPU Atlantic Electric Rate Case - Phase 11 (1980-81) Docket # 791 1-951 (Before the 
Commissioners of the New Jersey Board of Public Utilities) 
Client - Employer was Atlantic City Electric Company. 
Scope - The cases listed above covered load forecasting, capacity planning, load research, cost of 
service, rate design and power procurement. 

Public Utilities Commission of Ohio 
Case - The Application of Ohio Edison Company, The Cleveland Electric Illuminating Company, 
and The Toledo Edison Company Case 07-55 1-EL-AIR (January 2008) 
Client - Ohio Schools Council 
Scope - Testimony covers issues related to rate treatment of schools. 

Case - The Application of the Columbus Southern Power Company 08-917-EL-SSO and the Ohio 
Power Company Case 08-9 18-EL-SSO (October 2008) 
Client - Ohio Hospital Association 
Scope - Testimony covers issues related to rates for net metering and alternate feed service and 
related treatment of hospitals. 

Pennsylvania Public Utilities Commission 
Case - York Water Company Docket No. R-00061322 (July 2006) 
Client - Pennsylvania Office of Consumer Advocate 
Subject - Testimony covered cost of service, rate design and other related issues, also supported 
the settlement process. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2010) 
Client - Municipal Sewer Group 
Subject - Testimony covered capacity planning, construction, treatment of future load and 
associated revenue, cost of service, rate design, capacity fee and other related issues. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2008) 
Client - Municipal Sewer Group 
Subject - Testimony covered cost of service, rate design, capacity fee and other related issues, 
also supported the settlement process. 

Public UtiIities Commission of Texas 
Case - Determination of Hurricane Restoration Costs Docket No. 369 18 (April 2009) 
Client - Centerpoint Energy Houston Electric, LLC 
Subject - Testimony covered the reasonableness of the client's Hurricane Ike restoration process 
for an outage covering over two million customers and a restoration period of 18 days. 
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EXECUTIVE SUMMARY 
ARIZONA PUBLIC SERVICE COMPANY 

DOCKET NO. E-01345A-11-0224 

My testimony reviews Arizona Public Service Company’s (“Company”) jurisdictional 
allocation study and the cost of service study. Based upon the Arizona Corporation 
Commission’s Utilities Division’s (“Staff ’) recommended small rate decrease, Staff recommends 
an across the board allocation of the revenue decrease among the five customer classes. 

Staff recommends that the residential class rate decrease be accomplished by reducing the 
Basic Service Charge. For the general service and water pumping classes the rate decrease 
should be accomplished by reducing customer and demand charges across the board. For the 
lighting classes, Staff recommends across the board decreases. 

In order to make the low-income and medical program (Riders E-3 and E-4) clearer and 
easier for customers to understand, Staff recommends that the existing benefits of the program be 
retained at the current level. To provide a clear measure of the total value of the programs for 
participants, the existing low-income rate schedules should be eliminated and replaced by larger 
(offsetting) Riders (E-3 and E-4). 

Staff has analyzed the miscellaneous changes to rate schedules proposed by the Company 
and offers recommendations for additional requirements or improvements. 

Finally, Staff recommends that the Company be ordered to perform a rate research 
program covering a number of issues, including the interaction between decoupling and rate 
design potential changes in blocks and tiers, and guidelines for the review, adoption and 
discontinuance of rate schedules and riders. 
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INTRODUCTION 

Q. 

A. 

Please state your name, position and business address. 

My name is Howard Solganick. I am a Principal at Energy Tactics & Services, Inc. My 

business address is 810 Persimmon Lane, Langhorne, PA 19047. I am performing this 

assignment under subcontract to Blue Ridge Consulting Services, Inc. 

Q. 

A. 

Have you previously submitted testimony in this proceeding? 

Yes. In this proceeding I submitted testimony in regard to decoupling on November 18, 

201 1. My qualifications are set forth in that testimony. 

DIRECT TESTIMONY 

Q. 
A. 

Q. 
A. 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Arizona Corporation Commission (“Commission”) 

Utilities Division (“Staff ’). 

What is the purpose of your testimony? 

My testimony analyzes Arizona Public Service Company’s (“APS” or “Company”) 

jurisdictional and class cost of service studies and offers a proposed revenue allocation 

between major classes and a proposed rate design. 

Based on my review of the Company’s application, supporting testimony, and responses 

to data requests, I make the following recommendations: 

a 

e 

The Commission should accept the Company’s jurisdictional allocation study. 

The Commission should accept the Company’s class cost of service study. 
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e Baed on the net revenue decrease developed by Staff, the Commission should 

accept the revenue allocation proposed by Staff. 

Based on the revenue allocation developed, the Commission should accept the rate e 

design proposed by StafT. 

The Commission should direct the Company to revise its low-income rate design 

as proposed by Staff. 

The Commission should direct the Company to plan and perform rate research as 

proposed by Staff. 

JURISDICTIONAL ALLOCATION 

Q. 
A. 

Q. 

A. 

Why is jurisdictional allocation important? 

The Company provides services to a number of entities comrrionly called sale for resale. 

The Federal Energy Regulatory Commission (“FERC”) regulates wholesale transactions. 

In developing its revenue requirements and before performing any allocation of those 

requirements among rate classes, the costs (capital and expenses) and revenues from the 

wholesale customers must be removed or excluded from the jurisdictional revenue 

requirements process. To develop those exclusions the Company provided its 

jurisdictional allocations as Schedule GJ.’ The results indicated that the overall rate of 

return for the Company was 7.99 percent compared to its jurisdictional rate of return of 

8.29 percent and a return of 6.46 percent for all other (non-Commission) customers. 

Are there differences between the Company’s jurisdictional allocation and the 

allocation within the Class Cost of Service Study (“CCOSS”)? 

Yes. The most significant difference is the use of a four coincident peaks for June, July, 

August and September (“4CP”) allocator for production plant and related items within the 

Attachment ZJF-1 
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jurisdictional allocatioii as compared to the use of an average and excess demand (“AED”) 

allocator within the CCOSS. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Is the application of the 4CP method appropriate? 

The FERC has used a three part methodology2 to determine if a production allocator 

should focus on a season or the entire year. I performed this test for the years 2011 

through 2015 based on information provided by the Company. Based on this 

methodology the use of a 4CP allocator at this level is appropriate. 

Is the application of an AED allocator appropriate within a class 

study? 

ost of service 

The Commission decided this issue in Decision No. 69663 (June 28,2007) at pages 70-71 

following the litigation of the issue during that case. I have also recommended the use of 

the AED allocator in a number o€ other cases and consider its use here appropriate. 

Is this allocator difference appropriate? 

The FERC has required the use of the 4CP allocator3 and the Company has complied with 

this requirement and further applies it to its jurisdictional allocation to be “consistent with 

the allocation method that APS is required to use in its cases before the FERC “and to 

prevent” the potential for “stranded” costs that cannot be recovered from either 

juri~diction.”~ The Company’s position is appropriate because it is responding to two 

different regulatory bodies. 

FERC Docket Nos. EL05-19-002 and ER05-168-001, paragraph 76 
Fryer Direct 10: 19-23 and A P S  Response to Staff Data Request (“STF”) 3.17 
Fryer Direct 10:20 4 
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Q. 
A. 

Q. 

A. 

Did you review other aspects of the jurisdictional allocation? 

I performed a review of the allocations, reviewed the answers to Staff Data Requests, and 

conducted an informal technical conference with the Company to understand certain 

aspects of the jurisdictional allocation. 

Is the Company’s jurisdictional allocation appropriate for its use to develop the 

CCOSS? 

Yes it is.. 

CLASS COST OF SERVICE 

Q. 
A. 

Q. 
A. 

Q. 
A. 

Has the Company provided a cost of service study? 

The Company provided a CCOSS based on the Test Year (twelve month period ended 

December 31, 2010).5 This schedule provides the individual class returns and the Index 

Rate of Return (“IROR”) for the Company’s five major customer classes. 

What is Index Rate of Return (“IROR”)? 

IROR is the ratio of any class’ rate of return to the rate of return of the utility. IROR is 

also called the unitized rate of return in some jurisdictions. It is a useful barometer of how 

well individual classes and subclasses compare to each other and support the cost of 

service for the utility as a whole. Ideally, all classes would approach an IROR of 1 .O. 

What is the purpose of a fully allocated cost of service study? 

Just as the rate case process studies each element of the Company’s operations to 

determine the overall cost to operate the Company efficiently and effectively, a fully 

allocated cost of service study attempts to determine the individual cost to serve each 

’ Fryer Direct, Attachment ZJF-4, Schedule GE-I 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

customer class and subclass. A fully allocated cost of service study is intended to enable a 

coi.mnission to allocate revenue requirements among customer classes. 

How does a regulator use the cost of service study? 

Because customer classes use the utility’s system on an interrelated or shared basis, 

regulators have historically used a fully allocated cost of service study as a guideline to 

allocate revenue among classes. Additionally, when determining revenue allocation, 

regulators have a responsibility to consider not only the utility’s financial condition and 

requirements, but also economic, social and other factors that may affect customers. . 

Are there limitations to a cost of service study? 

Yes, a cost of service study involves judgment and decisions on the part of the practitioner 

in making allocations among customer classes. In some situations, decisions are made to 

use a particular allocation factor for a particular account. In other situations, data used to 

develop an allocation factor are not always complete and/or timely, and the practitioner 

must deal with the resulting uncertainty. Therefore, the cost of service study acts as a 

guide to revenue allocation and can be used to assist rate design. 

Did the Company adjust or normalize its revenues? 

The Company used a 2010 Test Year and then adjusted it to reflect more normal or 

appropriate (from the Company’s viewpoint) conditions. The Company adopted pro 

forma revenue adjustments for weather normalization, customer annualization and the 

low-income discount program. 6 

Miessner Direct 35:14-20 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

, 
I 

Direct Testimony of Howard Solganick 
Docket No. E-O1345A-I 1-0224 
Page 6 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Have you reviewed the cost of service study presented by the Company? 

Yes. The CCOSS was provided as Schedule GE-1 and fwrther exp‘mded to include rate 

classes in Schedule GE-2 for General Service and GE-3 for residential rates classes. 

Did you review other aspects of the CCOSS? 

I performed a review of the allocations, reviewed the answers to Staff Data Requests, and 

conducted an informal technical conference with the Company to understand certain 

aspects of the CCOSS. 

Is the Company’s CCOSS appropriate for its use as a guideline to develop a revenue 

allocation proposal? 

Yes, it is. 

What are the relative positions of the various rate classes and subclasses? 

As a high level indicator, I use the IROR based on the return of the ACC Jurisdiction at 

8.29 percent. As shown in Schedule GE-1, the General Service and Dawn to Dusk 

customer classes are providing an above average return, while the residential, water 

pumping and street lighting classes are providing below average returns. 

As shown in Schedule GE-3, the Residential E-12 rate schedule has a return (7.98 percent, 

JROR 0.963) below the ACC Jurisdiction, compared to the residential Time of Use 

(“TOU”) rate schedules, which have returns (4.09 percent to 5.35 percent, IROR 0.591 to 

0.645) well below the ACC Jurisdiction. 

As shown in Schedule GE-2, all of the general service rate classes are providing a return 

above the ACC Jurisdiction with the exception of the House of Worship (Schedule E-20), 
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which has a return (3.98 percent, IROR 0.480) well below my other class or subclass. 

Within the general seivice rate schedules, the TOU schedules have higher returns (and 

IROR) than their non-TOU counterparts. 

REVENUE ALLOCATION 

Q. 
A. 

Q. 

A. 

What principles do you use to allocate revenue among rate classes? 

I use the following principles: 

0 The individual rate classes (in this case residential, general service, water pumping 

and lighting) should be gradually moved toward an IROR of 1.000 over one or 

more rate cases depending on the frequency of rate cases and the distance of the 

class’ IROR from 1 .@OO. 

There should be an upper bound of 150 percent for any class’ percentage increase 0 

in revenue compared to the overall percentage increase in revenue. 

0 There should be a lower bound of 50 percent for any class’ increase compared to 

the overall increase. 

In the case when a company receives a decrease in revenue requirements, no class 

should receive a rate increase. 

0 

Does the recommended net revenue decrease proposed complicate the revenue 

allocation process? 

The net revenue decrease of $7,443,000 recommended by Staff witness Ralph Smith is a 

small percentage of the total revenue collected and therefore great changes to the existing 

rate structure cannot be accomplished. The positive side to this predicament is that the 

proposed net revenue decrease will have a limited effect on customers. 
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Q. 

A. 

Q. 

A. 

In light of the small decrease, what revenue allocation between rate classes do you 

recommend? 

Due to the small level of the S t a r s  recommended decrease, I suggest that the decrease be 

allocated “across the board” on a revenue basis. This proposed revenue allocation avoids 

the potential for customer confusion when the rate order details a revenue reduction but a 

class receives an increase. My recommended revenue allocation for the five customer 

classes is shown in Attachment HS-6. 

If the Commission ultimately decides that a revenue increase is appropriate what 

revenue allocation would you recommend? 

Using my revenue allocation principles and applying them to this case, I found that no 

significant movement of IROR could be accomplished without a disproportionate 

percentage change on the five customer classes. Further, the water pumping and lighting 

customer classes are small in comparison to the residential and general service customer 

classes, which balance each other during revenue allocation. Therefore, my revenue 

allocation would be determined by the 150 percent and 50 percent principles. If the 

Commission were to award the Company a revenue increase very different from the Staff 

recommendation, my revenue allocation principles are still applicable. 

RATE DESIGN 

Q. 

A. 

What underlying principles do you use for rate design? 

For residential and small general service customers, I lean towards simplicity where 

possible. This would include a limited number of rate schedules and riders. I recognize 

that one rate schedule does not fit all customers and that schedules that limit or shift peak 

consumption have real value both for customers and for system planners. 
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Q- 
A. 

Q. 

A. 

Ln recognition of the impleinentation of advanced metering infrastructure (“AMIyy), I 

recommend that the Basic Service Charge (“BSC“) for similar customers on different rate 

schedules should be the same, although the transition to parity may take some time. This 

recognizes that costs are the same for metering regardless of whether the customer 

chooses a standard rate or a TOU rate. Smart meters have the capability to report 

consumption by interval, and then the usage by periods is determined by data analysis 

rather than by meter readings. Thus, the same meter and sofhvare can be used to provide 

meter reading for most rate forms at approximately equal cost. 

What changes do you propose for the residential rate class? 

Due to the very small and negative change in revenue allocated to the residential class, I 

recommend that the decrease be applied to the BSC. This will provide a visible decrease 

for every residential customer. 

Attachment HS-7 provides the details of my initial residential rate design, which is an 

equal decrease in the BSC for all five of the Company’s non low-income residential rate 

schedules. 

If the Commission ultimately decides that a revenue increase is appropriate, what 

residential rate design would you recommend? 

In recognition of the difference in IROR, I recommend that the TOU rate schedules ET-1 , 

ECT-1, ET-2 and ECT-2 receive a higher increase than the non-TOU E-12 rate schedule. 

At the same time, I recommend that the BSC for the TOU schedules be moved closer to 

the BSC for the E-12 rate schedule to start the convergence to one BSC. The Company 
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indicates that AMI continues to be implemented and by the end of 2012 will have over 

950,000 customers with smart meters.7 

The Company provided unit cost data for the BSC charges for the various residential 

rates.’ This information contains identical costs for customer accounts/sales, billing and 

meter reading. The costs €or metering are lower ($1.27) for E-12 customers compared to 

TOU customers. The Company is proposing to narrow the gap between the BSC of each 

residential rate schedule, but has requested a monthly BSC of $11.86 and $17.61 

respe~tively.~ The Company explained this difference as its attempt to capture a portion 

of the distribution transformation charges.” This attempt is obvious in APS 14583, where 

the E- 12 rate is assigned 0 percent, the ET- 1 ,2  are assigned 3 0 percent, and the ECT- 1 , 2 

are assigned 24 percent of the distribution transformer and secondary revenue 

requirements.” The Company discussed this during the informal technical conference and 

acknowledged that the 0 percent allocation was made to avoid too large of an increase for 

E- 12 customers. 

I do not support the Company’s inclusion of varying portions of the distribution 

transformation costs in the BSC. The Company has provided no evidence to support this 

transfer of demand costs into a customer component or to explain why the percentage 

varies among classes and subclasses. While my BSC recommendation may make the 

residential revenue slightly less stable, this is counteracted by Staffs proposed Lost Fixed 

Cost Revenue mechanism. 

A P S  AMI Plan Biannual ACC Report page 1 (September 9,201 1) 
* APS Response to STF 3.27 APS 14583 

Miessner Direct 8: 18 
lo Miessner Direct 8:7- 1 1 

APS Response to STF 3.27,4PS 14583 
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Q. 

A. 

Have you reviewed the Company’s proposal for an experimental sesideutidl peak 

rate? 

The Company is proposing Rate Rider Schedule PTR-RES as an experimental program. 

This program offers a “carrot” for customer participation and does not pay for the 

customer’s commitment unless the Company requests, and the customer provides, a 

critical period load reduction. The Company has provided its calculation of the $0.25 per 

kWh rebate.” The program specifies that there will be at least 6 and a maximum of 18 

five-hour events annually. This should test a customer’s commitment to respond to the 

critical peak rather than serving as a rate discount. 

Experimentation that can lead to more responsive rate forms should be encouraged; 

however, the approval of this program should require the Company to provide details on 

its proposed methods of analysis, solicitation, and selection of customers as well as the 

customer education it will offer before entry into the program (and for customers in the 

program) as the critical peak concept and baseline estimation protocol may be complex. 

There is a discrepancy between the Company’s testimony and the proposed rate rider 

schedule. The testimony indicates that this rider is available to E-12 and ET-2 

while the tariff sheet indicates that it is available to customers served under 

Rate Schedule ET-2 and also requires the customer to have an Advanced Metering 

Infrastructure meterl4. I recommend that the tariff sheet be amended to allow E-12 

customers (properly metered) to participate. This will also allow the Company to 

determine if participation and performance are different between E-12 and ET-2 

customers. 

Workpaper CAM-WF’3 
l3 Miessner Direct 13: 15 
l4 Miessner Direct Attachment CAM-5 
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Q. 

A. 

Have you reviewed the Company% proposal to revise the low-income (Residential 

Service Energy Support) and medical (Medical Care Equipment Support) 

programs? 

As a result of my review, T recommend a number of changes to simpli& the structure of 

the program and reduce potential confusion upon entry into and exit from the program. 

These changes should be implemented regardless of the level of the revenue decrease (or 

increase) finally determined, as the revisions are approximately revenue neutral. 

I recommend that the Company should implement the low-income or medical “discount” 

as a single line item on the customer’s bill using the “regular” residential rate schedules 

rather than as separate low-income rate schedules and an accompanying E-3 or E-4 rider. 

At present, a low-income customer can see the value of the E-3 rider discount, but cannot 

see the value of the reduced charges within the low-income rate schedules. 

As presently implemented, the E-3 and E-4 programs overlap the low-income rates, which 

are different from the comparable rate schedules. When a customer becomes eligible for 

the E-3 or E-4 program, their rate schedule changes and a rider is also applied. 

To highlight the total value of the programs provided by other customers, a simpler/clearer 

method would allow a customer to continue on their existing residential rate schedule and 

then have all of the benefits be provided through a rate rider. Customers also would not 

need any explanation of why they had been moved to a new (higher cost) rate schedule 

when their E-3 eligibility ceased. Increasing the value of the E-3/E-4 riders and 

eliminating the five low-income versions of the residential rates will provide simplicity 

and clarity to t h s  area of the Company’s tariff 
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Q. 

A. 

Q. 

A. 

The Company has proposed applying the PSA-1 and DSMAC adjustors to the low- 

income rate schedules15; do you agree with this proposal? 

The Company‘s argument to include the PSA-1 and DSMAC adjustors for these 

customers is supported by concepts of rate clarity and simplicity. Additionally, as the 

PSA can and does go negative at times, the existing methodology that ignores the PSA 

now negatively impacted customers. For these reasons, the Company’s position is 

appropriate. However, the E-3 and E-4 discounts should be applied to the total bill that 

includes the adjustors. 

Have you been able to analyze the impact of your proposal to eliminate the low- 

income rate schedules and increase the value of the E-3/E-4 riders? 

Due to the interrelationship of the Company‘s existing five residential rate schedules and 

the five residential low-income rate schedules along with the E-3 and E-4 discount riders, 

the modeling and revenue proof are complicated. I approached the Company aid they 

cooperatively modified the Company’s residential class revenue proof to allow a review of 

its proposaI along with the ability to evaluate other alternatives. The values of the 

individual portions of the low-income rate schedules and the E-3E-4 riders were derived 

from this modified revenue proof. 

Starting with the Company’s revenue proof, I hrst compared the existing residential rate 

schedule to the corresponding low-income rate schedule using the billing determinants for 

participants. The results of this calculation are shown on Attachment HS-8 @age 1). This 

“hidden” portion of the program provides Test Year benefits of over $9,938,000 for E-3 

customers and over $85,000 for E-4 customers. 

Miessner Direct 11:l-3 and 12:16-17:9 I5 
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Again using the revenue proof, I extracted the value of the rider E-3;E-4 discounts. The 

results of this calculation are shown on Attachment HS-8 (page 2). Ths “visible” portion 

of the program provides Test Year benefits of over $10,652,000 for E-3 customers and 

over $148,000 for E-4 customers. 

I calculate the present Test Year value/cost of excluding E-3/E-4 customers fiom the PSA- 

1 and DSMAC as over $-4,086,000 and $1,962,000 respectively (Attachment HS-8 (page 

311, 

Taken together, the total Test Year value to E-3/E-4 customers is over $18,700,000. This 

total <mount would flow through the System Benefits calculation.’6 Because the System 

Benefits calculation applies to all customers and is calculated on an energy basis, the 

treatment is consistent with Decision No. 71448 that orders that the E-3 & E-4 discount 

should be spread across customer classes on a per kWh basis. The impact of the PSA-1 

and DSMAC adjustors within the System Benefits calculation is offset by including all 

customer usage in these two adjustors. 

Q. 

A. 

The Company has proposed closing the gap between the standard residential rates 

and the respective low-income rate schedule by approximately 3.0 percent - 3.6 

percent.” Do you support this recommendation? 

No. The Company has not provided evidence to support closing the gap. At this time of 

adverse economic conditions, I do not recommend that the differential established in the 

last case be reduced. Further, implenientation of this Company recommendation weuld 

subject low-income customers to a net revenue increase unlike all other customers. 

APS Informal Data Response 2 APS 14996 page 5 16 

l7 Miessner Direct 10: 17-25 



Direct Testimony of Howard Solganick 
Docket No. E-0 1345A-11-0224 
Page 15 

1 

2 
, 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Q. 
A. 

Q. 
A. 

Q. 
A. 

How do you propose to modify the structure of the E-3 and E-4 riders? 

I propose to retain the -‘tiered and capped” construction of the discounts to encourage 

customers to control their overall usage while providing the discounts that previous 

decisions have established. To maintain the same approximate discount levels for 

customers within each tier at present Test Year rates, the discount percentages and caps 

would change as shown in Attachment HS-8 (page 4). 1 address the future determination 

of the tiers further in my testimony. The discdunt percentages and caps may change 

depending on the final magnitude of the revenue decreasehncrease. 

What changes do you propose for general service customers? 

I recommend a lower emphasis on volumetric rates, and I recommend moving the BSC 

and demand rates towards cost-based rates. To reflect the small decrease, I recommend 

that the BSC (customer) and demand rates be reduced across the board. 

Is the Company’s proposal to modify Rate Schedule E-32 L appropriate? 

The Company is proposing to eliminate the first tier energy charge and shift the implicit 

demand now collected by the volumetric charge into the demand portion of the rate.” 

This transition is appropriate, as it will stabilize revenue and decrease the need for a 

decoupling mechanism. The implicit demand was equal to $8.382 per kW-month. 

However, the Company should account for the incremental revenue resulting fr m the 

addition of an 80 percent demand ratchet to rate schedule E-32 L. The Company has 

added a demand ratchet with the same. wording as the existing E-32 XL provision. The 

revenue proof for E-32 1, does not show any incremental demand ratchet revenue. 

’* Miessner Direct 18:s 
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Q. 
A. 

Q. 

A. 

What changes should be made to Rate Schedule E-20 House of Worship? 

Rate Schedule E-20 (House of Worship) should be unfrozsn for one year from the date 

new rates in this case are implemented. The Company is proposing a number of changes 

to the general service rate schedules. To avoid concerns that a customer may be locked 

into an inappropriate rate schedule, reopening this schedule for a limited period of time 

would be a reasonable policy decision. 

Unlike all other general service rates, the E-20 rate schedule has a very low IROR, and if a 

revenue increase had been determined, I would have recommended a higher revenue 

allocation for this schedule as compared to other general service schedules. 

Is the Company’s recommendation to remove the monthly contract minimum charge 

provisions for small and medium general service schedules E-32 S, E-32 M, E-32 

TOU S and E-32 TOU M appropriate? 

The Company suggests that the minimum charge provision is unneeded to protect the 

Company’s investment in wires capacity, “an investment that is typically not fungible to 

other cu~torners .~~’~ The Company argues that this proposal will simplify rates and reduce 

bill inquiries without unduly creating a risk of shifting wires costs to other customers. The 

Company proposes this change for small and medium general service customers. 

Arguably, these customers are more likely to share some facilities than larger customers. 

In the Test Year, few customers were subject to this provision.20 In the interest of rate 

simplicity and clarity, I support this proposal. 

l9 Miessner Direct 17: 10 
2o APS Response to STF 7.2 and 8.1 
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Rate Rider Schedule E-54 removes the alternative minimum bill for seasonal agricultural 

customers.21 With the approval of the removal of the minimum bill provisions discussed 

above, this rider should be made applicable for Rate Schedule E-32 L customers as the 

minimum bill provision still applies to this schedule. 

Rate Rider Schedule E-53 is designed to remove the alternative minimum biii for sports 

field lighting.22 With the approval of the removal of the minimum bill provisions 

discussed above, this rider can be removed and existing customers will be subject to the 

BSC for their chosen rate, which represents the charges necessary to service these 

customers. 

Q. 

A. 

Have you reviewed the Company’s proposal to establish an Experimental Rate Rider 

Rate Schedule AG-l? 

Yes. The Company is proposing this experimental rate for very large customers with 

demands over 10 MW.23 I recommend the adoption of this experimental rate program 

with a requirement that the Company provide a structured, predefined program to report 

on the impact of this rate. Reports should be made quarterly and indicate the level of 

customer adoption, the rates attained by the program, the savings afforded to participating 

customers, the costs to the Company to establish and maintain this service for 

participating customers, the profitability of this rate, and the impact of this rate on the 

costs and rates of non-participants, including impacts on other rates and adjustors such as 

the PSA. 

-~ 

21 Miessner Direct 19:5 
22 Miessner Direct 1 &:20 
23 Miessner Direct 20: 13 
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The tariff sheet indicates “the Company will subsequently contract with the Generation 

Service Provider on behalf of the customer for the specified power and manage the 

contract for the cu~torner .~’~~ To protect all other customers, the approval of this 

experimental rider should require the Company not to commit to purchase, accept or take 

any power or incur any costs should the AG-1 customer decrease its consumption. 

Q. 

A. 

Q. 

A. 

Have you reviewed the Company’s proposal to establish a Rate Rider Rate Schedule 

TRR? 

Yes. The Company is proposing this interruptible rate for extra-large customers that will 

pay then1 capacity and energy payments for interruptible load as filed in Docket No. E- 

0134SA-10-0250.25 This proposal require at least lmo interruptions annually, which 

should minimize participation of customers who are focused on lower costs, rather than 

providing load curtailment. I recommend that the adoption of this rate rider should 

include a requirement that the Company provide a structured, predefined program to 

report on the impact of this rate. Reports should be made to Staff quarterly and indicate 

the level of customer adoption, the amount, time and impact of interruptions under this 

program, the payments made to participating customers, the Company’s costs to establish 

and maintain this service for participating customers, the profitability of this rate, and the 

impact of this rate on the costs and rates of non-participants, including impacts on other 

rates and adjustors such as the PSA. 

Is the Company’s proposal to modify Rate Schedules E-221 Water Pumping Service 

and E-221-8T Water Pumping Service T.O.U. appropriate? 

The Company is proposing to change the on-peak hours for schedule E-221-8T to 11 ,4M 

to 9 PM to better reflect the Company’s on-peak load and be consistent with other general 

24 Miessner Direct Attachment CAM-7 Page 1 
25 Miessner Direct 20: 13 
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service rates.26 Under the present rate schedule, the customer can choose 8 consecutive 

hours between 5 AM and 10 PM. This allows a customer to declare the period of 5 PM 

and later as off-peak. A water system that was operated to achieve reductions ending at 5 

PM might produce its greatest impact shortly after that period. T recommend the adoption 

of this proposal in order to ensure that a customer does not shift load into the period 

shortly after 5 PM to the detriment of the Company’s energy costs during peak time. 

The Company is proposing to remove the option for a water pumping customer to select 

one day per week as an off-peak day. This present provision has a “buy through” discount 

and penalty arrangement. Examination of the Company’s revenue proof indicates that the 

total discounts during the test year were approximately $12,500, but penalties assessed 

were approximately $4,500.27 I recommend the adoption of this modification. 

To reflect the small decrease, I recommend that the BSC (customer) and demand rates be 

reduced across the board. 

Q. 

A. 

Is the Company’s proposal to modify Rate Schedules E-47 Dusk to Dawn Lighting 

Service and E-58 Street Lighting Service appropriate? 

The Company is proposing to add a trip charge to this rate2’ that would apply when the 

Company is not the responsible party for maintaining the lights and the Company is 

requested by the customer to disconnect or reconnect service.29 The addition of a trip 

charge is a means of protecting other customers fiom costs caused by the requests of a 

single customer. I recommend the adoption of this charge. 

26 Miessner Direct 24 :G 
27 Work Paper CAM-WP 13 sheet E-22 1 
28 Miessner Direct Attachment CAM-8 
29 Miessner Direct 23:14 
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For lighting equipment greater than $25,000, the Company is proposing a financial 

liability agreement as a special provision for E-47, but this provision is not included in E- 

58. I recommend the adoption of this measure for both schedules30 which will reduce 

risks for other customers. 

To reflect the small decrease, I recommend that the lighting rates be reduced across the 

board. 

Q- 

A. 

The Company is proposing a number of miscellaneous tariff changes. Have you 

reviewed those proposals? 

Yes. The Company proposes to split the existing rate schedule E-36 into two tiers with a 

break point at 3 MW.31 This schedule applies to merchant generators that require starting 

and station service. I recommend the adoption of t h s  modification; however, the Revenue 

Cycle Charges for E-32 M do not seem to fit “between” the XS and L charges and the 

Company should confirm the proposed charges. 

The Company is proposing to allow participation for wind, geothermal, biomass and 

biogas in addition to the existing solar generation under Rate Schedule SC-S (retitled E-56 

R).32 ‘The redlined tariff sheet does not show the requested change.33 The intent appears 

to be to encourage these additional forms of renewable energy. I recommend that the 

Company provide a revised sheet for consideration, and assuming no significant changes, 

I support th~s  change. 

30 The testimony implies both schedules but E-58 does nor include that provision (Miessner Direct 24:l) 
3 1  Miessner Direct 26: 1 1 
32 Miessner Direct 26:5 
3’ Work Paper CAM-WP 14 sheet 18 1 



I 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

Direct Testimony of Howard Solganick 
Docket No. E-01345L4-1 1-0224 
Page 21 

In the interest of rate siniplification, I support the Company’s proposal to discontinue Rate 

Schedules E-40, Solar-2 and Solar-3. One, none and two customers use these rate 

schedules re~pectively.’~ 

Q. 
A. 

Q. 

A. 

Have you reviewed Rate Rider Schedule CPP-GS? 

Yes. Rate Rider Schedule CPP-GS should be revised to eliminate the energy discount for 

any month that a customer fails to provide a load reduction during a critical event as 

defined in its load reduction plan. If the customer fails to provide the load reduction for 

two months within an annual summer period, then the customer should be removed from 

the program and the rider should not apply. The present construction of the rider provides 

for a discount on all energy during the June through September billing cycles along with a 

further payment for critical peak price reductions during a criticaI event. There is no 

penalty for not providing a load reduction during a critical event. Adding this penalty will 

preclude customers from “gaming” this rider. 

Do you have any overall recommendations as a result of your decoupling and rate 

design review in this case? 

The Company has not conducted any specific rate research other than as part of its usual 

rate design pro~ess.~’ As recommended in the Staff decoupling testimony, the Company 

should plan and perform rate research. The Company has a wide range of rate schedules, 

including some that are frozen, and it continues to experiment with new concepts. The 

Company should be required to define for the Staff a rate research plan withn three 

months of a Decision in this case, complete the plan within an additional nine months, and 

then provide the results to Staff. The plan should at a minimum include: 

~~ 

34 Miessner Direct 24:23 
35 APS Response to STF 3.26 
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Q. 
A. 

a Reviewing or justifying the existing blocks and tiers within rate schedules in light 

of recent load research, appliance saturation: new uses such as heat pump water 

heaters, energy efficient computers, televisions and the penetration of energy 

efficient appliances 

Providing the timing or triggers for the elimination of existing frozen rates 

Determining analysis methods and standards for making an experimental rate 

permanent or withdrawing that rate 

Determining whether adjustors should be embedded within, partially embedded or 

separate from existing rates 

0 

a 

a 

0 Analyzing whether more complicated and/or varied rate forms are productive and 

understood by customers 

Determining if, when and how distribution (delivery) rates might shift fi-om 

volumetric to demand based to eliminate the need for a decoupling mechanism 

a 

Does this conclude your testimony? 

Yes it does. 
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Testimony - Howard Solganick 

Public Service Commission of Delaware 
Case - Delmarva Power & Light Company Docket No. 10-237 (October 2010) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related 
issues including revenue stabilization and miscellaneous charges. 

Case - Delmarva Power & Light Company Docket No. 09-414 (February 2010) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related 
issues including revenue stabilization and weather normalization. 

Case - Delmarva Power & Light Company Docket No. 09-277T (November 2009) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered an analysis of a straight fixed variable rate design for small gas 
customers and implementation issues. 

Case - Delmarva Power & Light Company Docket No. 06-284 (January 2007) 
Client - Staff of the Delaware Public Service Commission 
Scope - Testimony covered cost of service, revenue allocation, rate design and other related 
issues including revenue stabilization or nomalization. 

Georgia Public Service Commission 
Case - Atlanta Gas Light Company Docket No. 3 1647 (August 2010) 
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission 
Scope - Testimony covered revenue forecast, cost of service, revenue allocation, rate design and 
other related issues. 

Case - Atmos Energy Corporation Docket No. 27 163 (July 2008) 
Client - Public Interest Advocacy Staff of the Georgia Public Service Commission 
Scope - Testimony covered rate design and other related issues. 

Jamaica (West Indies) Office of Utility Regulation 
Case - Electricity Appeals Tribunal (August 2007) 
Client - Jamaica public Service Company, Ltd. 
Scope - “Witness Statement” on behalf of the Jamaica Public Service Company Limited. This 
Statement covered issues relating to recovery of expenses incurred due to Hurricane Ivan. 

Maine Public Utilities Commission 
Case - Northern Utilities, Accelerated Cast Iron Replacement Program Docket No. 2005-813 
(2005) 
Client - Public Advocate of the State of Maine 
Scope - Testimony covered an analysis of the program’s economics and implementation. 
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Public Service Commission of Maryland 
Case - Chesapeake Utilities Corporation Case No. 9062 (August 2006) 
Client - Office of the Maryland People’s Counsel 
Scope - Testimony covered cost of service, rate design and other related issues. 

Case - Baltimore Gas & Electric’s (1993) 
Client - As president of the Mid Atlantic Independent Power Producers 
Scope - Testimony covered BG&E’s capacity procurement plans. 

Michigan Public Service Cornmission 
Case - Consumers Energy Company Case No. U- 15245 (November 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered cost of service, rate design and revenue allocation. 

Case - Consumers Energy Company Case No. U-15 190 (July 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues related to Consumers Energy’s gas revenue decoupling 
proposal. 

Case - Consumers Energy Company Case No. U-15001 (June 2007) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues related to Consumers Energy and the MCV Partnership. 

Case - Consumers Energy Company Case No. U-14981 (September 2006) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered issues relating to the sale of Consumers interest in the Midland 
Cogeneration Venture. 

Case - Consumers Energy Company Case No. U-14347 (June 2005) 
Client - Attorney General Michael A. Cox (Don Erickson, Esq.) 
Scope - Testimony covered cost of service and revenue alIocation. 

Missouri Public Service Commission 
Case - AmerenUE Storm Adequacy Review (July 2008) 
Client - KEWArnerenUE 
Scope - Oral testimony covered KEMA’s review of AmerenUE’s system major storm restoration 
efforts. 

Case - Veolia Energy Kansas City, Inc. File No. HR-2011-0241 (September 201 1) 
Client - City of Kansas City, Missouri 
Scope - Testimony covered various aspects of the Company’s tariff provisions and the impact on 
the City of Kansas City. 
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New Jersey Board of Public Utilities 
Case - Cogeneration and Alternate Energy Docket # 801 0-687 (1 98 1) 
Case - PURPA Rate Design and Lifeline Docket # 80 10-687 (1 98 1) 
Case - Atlantic Electric Rate Case - Phases I & I1 Docket # 822-1 16 (1982) 
Case - Power Supply Contract Litigation - Wilmington ThermaI Systems Docket # 2755-59 
(1 989) 
Case - NJBPU Atlantic Electric Rate Case - Phase I1 (1980-81) Docket # 791 1-951 (Before the 
Commissioners of the New Jersey Board of Public Utilities) 
Client - Employer was Atlantic City Electric Company. 
Scope - The cases listed above covered load forecasting, capacity planning, load research, cost of 
service, rate design and power procurement. 

Public Utilities Commission of Ohio 
Case - The Application of Ohio Edison Company, The Cleveland Electric Illuminating 
Company, and The Toledo Edison Company Case 07-55 1-EL-AIR (January 2008) 
Client - Ohio Schools Council 
Scope - Testimony covers issues related to rate treatment of schools. 

Case - The Application of the Columbus Southern Power Company 08-917-EL-SSO and the 
Ohio Power Company Case 08-91 8-EL-SSO (October 2008) 
Client - Ohio Hospital Association 
Scope - Testimony covers issues related to rates for net metering and alternate feed service and 
related treatment of hospitals. 

Pennsylvania Public Utilities Commission 
Case - York Water Company Docket No. R-00061322 (July 2006) 
Client - Pennsylvania Office of Consumer Advocate 
Subject - Testimony covered cost of service, rate design and other related issues, also supported 
the settlement process. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 201 0) 
Client - Municipal Sewer Group 
Subject - Testimony covered capacity planning, construction, treatment of hture load and 
associated revenue, cost of service, rate design, capacity fee and other related issues. 

Case - Pennsylvania- American Water Company Docket No. R-2008-232689 (August 2008) 
Client - Municipal Sewer Group 
Subject - Testimony covered cost of service, rate design, capacity fee and other related issues, 
also supported the settlement process. 
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Public Utilities Commission of Texas 
Case - Determination of Himicane Restoration Costs Docket No. 3691 8 (April 2009) 
Client - Centerpoint Energy Houston Electric, LLC 
Subject - Testimony covered the reasonableness of the client’s Hurricane Ike restoration process 
for an outage covering over two million customers and a restoration period of 18 days. 
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